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CHAPTK««»| 
DEMAND ANALYSIS 
la lb* previous praj«et« «• liav« sIioitB that with 
glv«a 4f»aad and eosi eoadilioa»» II la poaalbla far 
the flr« la detaroilae prafli baaaaaa profiia are the 
leavlaga above east* la ihla projeett «a ahall aaalyao 
the faatora afffaetlag deaand, aad ibair inpaei oa tbe 
behavloar ot the flria froa the view poiat of aaaageaeat* 
Beoaoaile aaalyala uaually takes up deaaad ftrst* eoat 
aeeoad aad the determination of prices third* *e have 
aot folloved tbla traditional proeedare but Instead 
bave takea ap profit before tbe detailed aaaljrals of 
deaaad and costa* Tbe roaaoa Is that this order seeas 
preferable for tbe study of an ladlvldaal flra la viae 
of tbe fact that tbe flra, mostly eoaoeraed »lth proflt-
aaklag, «oald aaturally aaalga priority to tbe true 
ebaraoter of tbe concepts of profit and after tbla baa 
beea doae, voald take up tbo doteralaaata of daaand aad 
aoata ahlcb bring about changes la profit* 
-(2). 
It la trttlaa that the size ot deaand over a 
pertod of tiaa la tha only ratI'Mial datomlaaat of 
prodnetton daoialona bat to perealva ttio asaet aagal* 
tttda of thia coneopt la oitroaaljr dlffleult. The 
theoretleal aaalyala praaantad bjr the eeonoalata doaa 
Bot proflda aay elua to tha facta of ewaplcx life« 
It eovera ralitively fea varlablaa and analyaaa tha 
babavloor of tha fira vith eoaaldarabla rigldltyt 
eoaaaqaantlyt It Inhibits Its oaafalnaaa aa an analyti" 
eat tool* HoaoTert If daaand analyala la to ba frail-
fally applied to aanagerlal problema* aa andarataadlag 
of the aatare and detamlaanta of daaaad la aaaaotlal* 
Soae jadgomenIs about tbeaa dataralaanta are ao vital 
for bualnaaa daelaloaa that every help la aaleoaa. 
DMiand theory or tha eoavantioaat theory of 
otillty and eoaauaera* choice haa pasaed Ihroagh five 
at'oea darlag the three-quarter century of Ita esla-
teaee* The culalaatlan of the firat ataga waa In 
Ifaraball'a prinelplea (1S90}, Prior to It, little vaa 
written on thIa aubjeet. Whatever Uarahall aald la a 
claaalc. It needa to be retained In one fora or the 
other. Uarahall*8 auceeaaora exteaded bla lechalqaea 
to cover new probleaa and new altuatloaa but the 
aubataaee reaalaed aore or lean tho aaae* Parele*a 
Ua«««l (19M) Barked tii« • • • • • d staa* . P«r«U*» 
theory was • r l M U d is ih« diraetUa of gaaaral 
•qMlUbrlMi* I * r««raMlMd Mar«liall*a liiaary to «««i 
k ls M r t l a l • q v l l U r l M i t»«lintqi« aad tlioafllit at i t aa 
*B0 aara tkaa a apaaial aaaa af hia ava** Altkaaaii Paraia 
adapiad aav iaaluiiqaaa ta aatar vidar |iraklaaa« kta 
Ihaarjr raaaiaad laaa aparai i ia tkaa ifarakatl*a aad 
did aat daal a i laaatvalf v i tk tka vidar prabiaaa aa 
Marakall kad daaa vitk tka aarraaat, Tka ik i rd ataga 
•ay ka takaa to kava aaanaaaatf ttom tha paklioatiaa 
af ar t la laa af Jakaaaa (1913) aad Slataky ( I t l t ) apta 
tka aaarfaaaa af falaa aad Capital ky Rieka (1939)* 
Tkaaa vr l tara triad ta aaka Par«te*a tkearf m^f aaakla 
aad at tka aaaa i i a a drav tka aabataaaa af tka tkaary 
alaaar ta Marakall* Tka faartk ataga aaa ba aaaaaiatad 
v i tk Baaaalaaa'a Faaadationa af Baaaaaia Aaalyaia(t947) 
ia akiak tka vkala tbaary kaa kaaa diatatad by tha 
rafaraaaa ta aaaaaaatriaa* Altkaagk tka taakaiqaa 
kaa iapratad tka tagiaal atraatara af tka tkaary bat 
ia paraaiag tkia appraaak tka ttiaary kaa kaaa plaaad aa 
taa aarraa a kaaa* Tka f i f tkataga ta ay aiad eaaaaaaad 
fraa Jaal Oaaa*a Maaagarial Baaaaaiaa ( I f S l ) * Tka aav 
tkaary aladiad daaaad fraa a aaaagaaaat viav paiat aad 
t r iad ta raaaaaila tka tkaary ia tka l igk t af tba 
I * Riakaf i * l t A Ravialoa af Oaaaad Tk«aryt(Laadaai 
Osfard»lfS«) pp*l«4* 
•(4)-
r«altil«« of l»ii«iii«sB »orl4« It hat Ctva slgalflttaat 
aanagariat aapaciai first i» tha aalaa foraeastlaa 
and profit budtjatlagt aaoond ia tha affaet ahieli 
danand majr bava aa tha orgaiiiaational aetifltlaa of 
tho ftrai third ia tha adjaataeat of prodaction aad 
lavaatorias to futura aalesi foarth ia tha aoatrolUag 
aad manipalatioa of damattd), aad tha fifth ia aarkating 
or oaating of daaand, Tha firat thraa ara paaaifa 
aianagariai aapaota aa ihay naad a paaaiva adaptatioa 
but tha laat two ara aativa influaiteaa baeaaaa thay 
raqairo aetiva ahtfting of thaaa foraaa for planaiag 
aad control of profit* 
TIIK DKUANU KUNCTION 
Paopla hava been ^9rf fraquantly talking aboat 
daaaad for qaita a long tiao bat fa« of than indood 
raally anderatand what it ia* Thara ia no aiagla 
anitaraally aeeaptad dafinition of demand* Inataad» 
thero ara variona coneapta for tarioaa i>ar]>oao8* To a 
laymatty da.iand ia aoae fixad quantity of gooda and 
aarviooa which can ba »oqairad from tha aarkat by paying 
aartaia aaount of aonoy* To a thooraticiaa« it ia a 
ralatifo torm involving tb« diroct or iadiroat eoapa* 
riaon of other eoe^oditiaa with a eoaaodity ia qaaati'>B* 
Tho daaaad for a eoaaodity aa aadaratood by a profaaaloaal 
•eoBoalti a«aa« the tarlotis qvantlilet of a givaa 
•ooMMdltjr ivktefe tha eoaaaoiar woald bay in aaj narkat 
ta a glvaa period ai varloua prieoay lacoaeot proro» 
raaaoa and ao on* The preeiaioDlal eeoaoaeirlolaa 
reooQalsaa that ti tarlea vtlh tarioaa tariablaa bat 
atilt thlaka in tarns of ha«o(|ea«otta prodaeta And 
Igaoraa a group of psychic services offered by the firm* 
He is aaare of varloua iBiltteacaa on dovaad bat oftea 
foaaaaea attention on priaa-qvantlty relatioaahip only* 
Tho oiaaagarial eeoaasiiaty hovevar* elaiaa that 
the daaaad for a eooMiiodity la a aet of attitadea on 
tha part of the proapeetlve bayar or a flnid and ebasg* 
lag valae vbleh the bayer aaaoaiataa with the bandle of 
payehologieal aervieea ahleb he expeata to reeiovo frosi 
the offerlnga of the aellar. A eonattBer» in hie oplBlna» 
never buya aoaa phyaieal objeot or aerviaa bat a banket 
of aatiafaetlon vhleb contalna a group of iataagibia 
aervieea aaeh aa atore looationt atyle* prioe line» 
•orvieea of ibo aalea peraonaelf eta* *Deaiaad iot thaa^ 
la •athenatioal langaage» a variable- a faaation ahoae 
value dopcnda on a au«ber of factorst oo«e oontrolled 
by nanayooieatt »o«t of than detemiaed by eaatoaer 
attitadea and cnlture giving riao to aaay of tbeaa 
attitadea**^ 
2* Vaaaoot Cbeater» nt 
-(6)-
Pnicl«ei» pritf and atlliydet ara ihiit later-
d«peBd«Bt Yariabl«B» If tli« flra d«slr«s to got tbe 
diff«rBBtittl aUvaBiaae» It should try to aanado tbeai 
is rolatioa to oaeh other* Aaongot thoao faetorBt 
prleo and product are generally eaaler to ehango and 
that IB vhjr traditional otatlo oooiioale tboory 
foouBBOB attaatioa on prleo quantity rolationahlp and 
IgaorOB talBoa and attltados vhieli roador dovaad 
rolailoaahip dyaaalB* 
Tho demand rolailonoliip aay bo oxproaBOd la 
BOTcral vaya* la olMientary eeonoaiB» It la portrayed 
betb artbmetleally la tho abape of dimaad aohedale 
which la a tabular raproaoatatloa of prloea and eorroB« 
poBdlna qaantltlOB, and graphleally la tho fora of a 
alflK>lo ohart what la eowaoaly knooa aa a doaaad earve* 
Slaeo doaiaad la a faactlonal ooaeopt It nay bo orlttoa 
algobraleally aa 
ohoro g^  la the qaaatity doaaBdod» P^ IB the prleo of 
the prodnet IB qneatloBt P^  are the prieee of related 
geodBy Y la the eoaauaer'a iBooao, « la hia vaala and 
II reproaenta mlaeellaaeoua Iteaa aaoh as advortlslagy 
eredit raellltlee, etc* The eiaet fora of a fanellos 
dopoBda on how the eonaaaer reapoada to ehaages IB the 
valtt* of •»«h of ih9s* deUrslaaais* «kil« eliaa««a 
In tii« oll«ai«» eoa«iMi«r*« pr«f«r«ne«a and aoeial 
ethoa voald alao affaet the daaaad of A^ tbaae faeiora 
ara aoi coneeptaallj quaallfiabta andy kaaea, ara 
gaaerally iraaiad aa parasatrle eaaalanta* Seoaoalata 
ganerallj aaauae Iha paraaelara P^^t Y» W aad U aa glvaa 
and rapraaani iha dataand fanetion aa: 
Daaand ia coataatioaally axpraaaad In leraa of aa 
laveraa ralatlonahip batvaen priaa aad qaaalllj. Tho 
deaand aabadale aa wall aa Iba deaaad eurta liluAirala 
tba gaaoral lav of daaaadi aaiorta parlbaa» qaaalilf 
damaadad vartaa Inversaljr vlib prtea, or^ otbar ibiaga 
baiati oqaalf *tbe deiaand for a aoactodltjr or aarfloa at 
tba pretailiag prlaa Is oraatar tbaa It aoold ba at a 
higher priea aad laaa ihaa It woald ba at a lavar prioa** 
Bxperleaea ialla ua that at lovar prica geaorallj 
largar qoantltlaa ara aold and If thara la riaa la tha 
prtaa of a coaaodlty or aerrlea It la follo«od by a 
rodaetloa In daaaod* Siallarlyt ^^* largar tba quaatlty 
pal on tba s-irkett tho tower tba prioo aad rieo-r -raa* 
Olvea the aaaaaptlona of ratloaallty» dialalsbing 
•arglaal atlllty* Halted inoaaa and a aet of preforoaaaa, 
the donand curve aoald bo dovavard alaplag vllb tba 
• s««piiott »f Glffaa's f*aradox* Only two po««ftbl« 
•seaptloaa to iha la* of doaaad havo boon dftaeovorad* 
Tlioratala Voblea (10S7-I9a9) propoaadod hia eoaapl* 
oaona eoaoaapilon doetrino aad ataiod thai if eoaaiMior 
•oaaaroa ilia ttilllijr of ft aoaaodliy aolely by lia 
prleOf aad If ao otber faeter influaaooa blMr ihon bo 
will boy loaa of aeeb proatigo gooda al a low priaa 
aad aore at • high prioo* Tho other oxooptioa ia liakod 
•ftth Sir Robori fiiffos (1037*1910) oho obaorvod that aa 
Ittoroaao ia tho prioo of broad oaaaod lo««>paid Britioh 
oago oaraers la the aiBotoonth oeatury to parehaao 
aoro broad at higher prio«o Joet to aaintaia thoir 
iatako of food* Other oBooptioaa are not real but 
apparent* Lot ua take tho eaao of aa ioflatioaary 
period «hoa all prieoo are riaiog* If people aatiei<» 
pate further riae ia prioeat they aoald parehaao aoro 
OfOB at the higher prioo vhteh noraally thoy do not 
do* The reterao ia alao true- lover priooa with tho 
oxpootatioaa of further fall ia pritea oaoaea people 
to bay leao rather than aoro* Thoao exaaploa do aot, 
hoaovor, eoatradlet the lav of doaaad* They aiaply 
aoaa that tho doaaad uaually iaereaaoo dariag iafla* 
tioaary phaaosbeeaoae of riaiag iaeoaea aad doeroaaea 
is tiaea of deproaaioa due to fall ia tho iaeoaoo* Still 
aoother falae oxooptioa ia that eoaaimera of tea bay aoro 
of a liiglier-prl««tf brand Ihan of the lovprlood OB« 
andor Ihe lapr««tlon that Ihoy are bajrina a auperiar 
eowiotfliy afon Ihough thaj ara Idanllaal. Thia aieep«-
tioa is aoi raal baaauae In iba ayea of Iba eoaattaera 
iba t«o branda ara two dlfferaai c«BKiiodiilea» 
Tba operation of tbe principla of dialniabing 
aillltji ibe availability of aabatitata pradaala and 
tba aMoant and distribatioa of Individual laeoma ara 
iba faetora ibat uadarlia tbe dovaaard aloping Individaal 
daaaad earva* Tbe relatioa la aa folloaai 
Everybody aaaia to gat tba •axiaaoi aatlBfaction 
oat of bla limitad iacooa and kaovn aoala of prafaraaeaa* 
Ha villf tborefora* ae arraaga bla axpenditura thai ba 
gata aqaal oarginal atllity froa tbo laai aaii of taonoy 
ba spenda In different aaya* Re woaia keep ibia arran-
geraaai if tbo prieea roaaia tba aana. But If tbe price 
of any aoomodlty falla* it vould eroate divergaaeo 
botaoen tbe aarginal ntillty and priea* He aaat aake 
a oorreapoading alteration by baying aoro of tbe COOUBO* 
dity vboae priee baa fallen» tbua bringing Ita aarginal 
atllity to tbe i.vel of tbe priee. Beaidea thia* a 
fall in price eauaea tbo eonaaaer to boy aoro due to 
'price effect* abicb la eoapoaod of tbe *ineoae effect* 
and tba*anbatitttlion affecl*. Tbe incoae effoet la tbat 
- ( 1 0 ) -
M r i •t tli« l««rta( i« i» par«li«s«a «hieh la a i t r t b « t « 
mhl9 ta tha a»iB i» r**^ Ueaaa ar aala U a t l l l l y * 
Tha a a b a t l t a t i a a a f f a a t la Ihat pa r i at tha Uaraaaa 
l a qaaat i ty aliieli la aa la ly a i t r l b a t a b l a la ika f a i t 
i a p r l a a . Piaal l jr» v i l l i Iha f a l l la pr laa a a l a a i j Iha 
a i l a l l a a bayara bay sara ba l Iba la««-laea«a graap a laa 
aa lara l a t a Iba aarka l and Ineraaaaa Iba aagal lada af 
<la»aatf a | ratfaaad p r l a a . Tbaa» «a abaar?a I b a l 
aaraial ly Iba daaaad alapaa daaavard la Iba r l f l b l * 
Sa f a r va bava aaalyaad Iba ebaaga la daaaad daa 
lo ebaaga la pr laa vbiab la kaawa aa a i raf t f lbaal«g 
(ax laaa laa ) aad vaakealag ( e a a l r a e l l a a ) af daaiaad* 
T a b l a - l ( a ) abaaa Iba dMiaad aabadala f a r aawaadlly A 
aad f l g a r a 1(b) lad laa laa baa q a a a l l l j daaaadad aslaada 
aad eaa l raa la alaag daaaad earra v l l b Iba t a r l a l l a a la 
pr lea* la Plg» 1 ( b ) . v a r l l a a l ax la rapraaaala Iba pr laa 
0«aaad Sabadala 
f a r Camadl ly 'A* 
Prlaa 
i 
10 
8 
4 
4 
a 
Tab l a 
Qaaal l ly 
Daaaadad 
too 
i to 
2S0 
M O 
000 
- 1 ( a ) 
< 
U 
'^ 
r i6o<i t 
\ ' - 'ANTir> ' ^-F' A l.'i>(>HT 
of lli« eocHBddllj aad th* borlseatal ftils sliov* th« 
q«anltli«s of iti» eoonodliir bottght ai various prl6«s* 
Th« above doaand eurve olopoa downward to tlio rigbt 
Indiealno tho novoaenl of docaaad aloag Ibo aaao doaaad 
earvo* It siioas aa oxtoaslon ia daaiand froa B to C 
boeaaao tho aovoaeal from B to C eauaoa aa Inoroaao la 
qoaatlty doaoadod froa 230 at 6$ to 360 at $4* Slatlarlyt 
It sliova a coatractloa of doaaad froa B to A ladloatlag 
a doereaao la doaaad froa 250 at 16 to ISO at id* It 
ahoald bo aotod that extoaaloa aad coatraetloa of dMiand 
aoaa the aovomeat oa the saae demand curve. Tho n^ovo* 
aoat dova tho curve la called exieasiao aad a aovoaoat 
apoard the doaaad curve la kaova aa eontroetloa. 
Aa agalaat this a change la deaaad aeaas a change 
la aa entire doaaad aohcdalet It la really a ahift In a 
doaaad carve* lacreaaea or decreaoea la doaaad Imtli 
aovoaeat to a higher or lover d«nand carve* When doaaad 
lacroaaoni bajrera are vllliag to pay a higher price for 
the eaoe or more qutatltj or thej are oilIlag to purchase 
acre qnaatlty at the saae priee* Stallarljr» doereaao 
In doaaad aoaaa either loaa qnantlty at a aaae or aaao 
quaatltjr at a lover prleo* Lot aa eooalder the hjrpo«* 
thetloal data In Table 2 which shows two doaand schsdales 
A aad B for ooooodltj A* 
- ( 1 2 ) -
Tfllf -4 
S«ll«4«l* A 
to a.ooo 
49O00 
6,000 
8«li«dal« B 
i 
10 
f 
a 
QmMliiy 
eMi*ttd«tf 
4,000 
4,000 
0,000 
S«li«4«l« A ahovs Ihal Ik* • • • • • • • r I t v t l l l a v i« 
b«j 4,000 M i U fti Of ui4 «,000 • • l i f t ftt t o , b«i I f 
tli«r« is * sfclf t l i tf«i«a4 t« •«k«dBl« 8, w •k«*r f« 
thai h« is « I I l i « a t * P«r«li«c« • ? • • 4,000 M i l s a i 
• 10 Mi4 «,000 M i t t m% I f Md m9% ftt | f Mid • • r««M«* 
t lv« l f« Til* • • M l a g 9t m ck««Od ! • d««aad is slss skstni 
vlik Us ksip sf riasrs a. 
Ckssgs Is Os«sad 
-(13)-
Th«a» i). la flgsre-a •he«« b»v qnaniily deoMadatf 
Tftrlas wltk pri«« •••ttaing • glvaa ««t of fttlaaa for 
all farlablea olhar than prlaa. If aay oao of U o 
parsuBOtrle eeaataaia la ahaaaady It aoaitf eaaaa a 
ahifi ia tho tfaaaad earva froa D^ to D^ Ir^dlealiag 
tkai ihara la a graaiar Qaaatliy daaiaadod ai •^•wy 
pravlaaa priea* Tha dIalUeiloa baivaaa a otiaaod la 
daattad aad a ehaaga ia qaaatltj daaaadad la lapartaal 
la vlaw of tha fact thai tha foraor rofora ta tha 
Impaet of ahaaQoa ia tarioua tariahloa oihor thaa tha 
priea ahoroas tha latar ahoaa tha effaet of ehan0aa la 
priao upoa tba dotaaad of tha eoataodity« 
Oivaa a aat of lodltidaal daaaod aurvaa, vo eaa 
arriva at tha market dasaad eurva hy tha horiaoatal 
aaaMaatlOB of tha doaaad of all tha proapoetlva hayara 
at variaaa priaoa* Sappoaa tha doaiaad aehodaloa for 
foar isdifldaala rapraaaatiog four difforaat laeoaM 
graapa ara aa folloaa ia Tabla«*3i 
Priea 
8 
T 
9 
12 
Bsm 
Qoaatity 
4 
3 
2 
1 
9 
S 
3 
2 
- 3 
Ooaiaadad By 
C 0 
18 
10 
6 
4 
21 
12 
8 
3 
Uarkat 
Ooaaad 
49 
30 
16 
10 
Tlit last eoloan in Tftl)l»»3 gtvts «• ih« aarksl 
tfenand vhleli Is th« addition of iha deaand of all the 
f«Kr Indlvldttalt In tho aarket* If in* doaatd of tho 
I ill tadlvldaal lot 
Iko market doaaad eaa bo eoaatraeted aathoaatleally by 
a auMiatlon at oaeh prleot 
Q * £ f|(l>) » tip) (I • 1»2,3 •••• •) 
l«l 
Anotlior aotkod to diaeever tbo ladastry doaaad is at 
follovoi 
TABLE » 4 
Prieo Doaaad for an No«or eosamiora Market 
• atoraao eoaaaaer ia tho aarkot Doaaad 
10 IS 
IS 10 
If 6 
a4 3 
In Tablo->4, «o have ft rat drawn a doaaad sohedalo 
for an aterage eoB8Baer» thoa oo hero fonad out tho 
probable naaber of buyera at varloao prieoa and finally 
wo have aaltiplled the doaaad of the aterago eonoaaor 
200 
200 
lao 
ISO 
3,000 
2,000 
i,oao 
4S0 
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liy iht sttabor of the aoBstmera to arrlvo at the market 
deaiaad* Uarket deaaad aetiedale la aofflparatlfeljr aore 
aoatinaoaa aad aore aaooth thaa the Individaal deaaad 
•ehedale beeaaae la ealeulatlag indaalry deaaad the 
tadlvidaale are treated aa a aaaa« hence alt eeeeatri-
ettlea er aagalaritlea of the ladivldaala are aaoothened 
eat* tjrpleally the oiarket d«siaad eurre alee elopee 
dovawarda to the right* ladleailag that aore eowaodltlea 
are beaght at lover prlee* It aheald be kept la alad 
that a deaaad oarte eaa be ef aay ehape* froa a atralght 
Itae to the aest ooaplleated of Irregalar foraa* Iloaefer» 
the demvard a lap lag deaaad earte eaa mmrw aoat of the 
praetleal pttrposea aad It la thia fera vhloh la aeraallf 
atlliaed aa a tool of analyaia* 
pgyKiMitiAwrr^ OF DEMAND 
la deaand aaalyelaf «e aheald alae aake a dlstlaa-
tloa beteeea the paealve aapeeia of deaaad vhleh are 
affeeted aad the aetlfo aapeeta whleh affeot the alep«» 
elaatleitjr» eeaoiodltjr apeelfleatlona^ pealtloa and 
atablllty ef peal tloa ef the eoaaodltjr oter a period of 
tiae* So far ee hate treated the depeodeat deaaad 
variable for a prodaot aa a fanetlon of a alagle iade-
peadent variable* In praetlee* ee ehall aeo that the 
deaaad la aot a alaple relatloa betweea two varlablee 
-(16)-
b«t it is a muliipl* relation and in d«t«rmia«<l siaul-
tansottsly by a whole eomplox of tariables. iVlthoagli 
it is net realistic to consider any one of them in 
iselatioBy we did it to concentrate on one faeter at 
a tine and beooae clear in oar aiind abent the effeet of 
this factor atsvaing that the others reaain constant* 
The aain detersiaants of denand faced by a fim are 
external and Internal. External forces are those which 
are independetit of the firm*s own actions whereas 
internal forces arise due to the actions of the fim* 
This distinction is significant in detemining the 
competitive strength of a firm aaong its rivals and its 
bargaining position vis-a-'Vis its custoaers and others* 
In this section^ we shall aainly concentrate on external 
faetors and avoid discassing those actions which the 
fim itself esA take to aanipulate its deaaad such as 
alteration of buyers* knowledge and opinioas of the 
fira's prodaetf alteration of seae or all of the seeen* 
dary qualities of the firn'e preduety coablnatioa and 
eeAttsien with othor firasy alteration of the nuaber of 
sales coamedities and miscellaneoas actions with respect 
to others* 
Aaong the deterainants of deaandf the price of the 
eeaaodity is first to coae to our aind becanse it has 
been the ceatral theae of eooaoaists and aaaageaent for 
a leag tiae* However, ia discassing factors affecting 
4«aaii<lf vo iicaally ignore the leobaologloal ehara«l«r«» 
iatlea of lb* eooaadltlas Ibraaettea* Coooioatiiea aajr 
be related frea the ttev poiat of deaaad in anj oae ef 
the three vaye* they oiajr he eoapetitlfe» ladepeadoat 
er eorapleaeslary to eaeh other* la eaae thejr are 
etthetlt«tea» aa inereaae la the pvrebase of any oae of 
ihea voald always be at the east of the other* 4part 
from thie» a ehaaae la the priaes or aabstltatea voald 
alee alter the demaad for the product* For instanooy aa 
laereaae la the prlee of ooffee has a teadeaey to ioereaae 
the deaaad of tea aod if the prloe of eeootera goee 
dova the eoaeuiera are likely to bay leaa ayelea* Slat** 
larlyt eoanodltiea are treated eoapllaentary whoa aa 
iaereaee la the parehaso of oae eaaaos a riso la the 
eoaaasiptloa of the other, or the Inereaae In the prlee 
of oae eaaaos a fall la the deaaod of the other* Esaa« 
plea here are ahlrta aad tlest houaea aad furaltereaf 
laapa aad tables, petrol aad ears* These relatione aight 
er might not be revorslble la eaae of iodependent geode 
where it la aasaaed that the tariatlona ia the priee of 
oae product produce oo appreciable chaagee la the demaad 
ef the other* Sat in actual practiee» we observe that 
a fall ia the priee of aa iadepoadent product hoe a 
teadeacy to stinttlate the demaad for other ladepeadoat 
geeda tia iaooae and sabstitatloa affects* 
tJptil BOv v« have analysed oaly the earrent 
prieee of the eoaaodiiy in queatlon a« well «• lis 
evbetltuies and cosapllaoals* «e have not takes into 
•eeoant the paet prices and tbo price expectations 
of eoasuaers* Cooeumers not only parebase eoomodi* 
ties ia the current period but also sake definite 
plans for purchases ia successive periods of time 
stretchiBQ into the future* These plans for future 
purchases depend not only on the current pricest but 
are **inflHeneed by political nevst by earrent and 
receat eeoaenic eventct by the prtivailing cliaate of 
opinio«9 and by esperleaee with past ehangea in 
prices*'* The espectaiions of iti^ jher prices in the 
fature increase the desiaad now aad the expectations 
of loser prices in future depress the presoat denand 
within the liaits of substitution over time* 
The causes of shifts just noted above are the 
changes ia pricea of eon iOdities in various aitaatims* 
Another sianificant source of shifts ia demand is the 
amount of income the consumer has available for the 
purchase of coouaodlty under conaidorntion* Alongsith 
pricoy the income of the coneamera haa also beeo 
reeoaniaed aa a basic determinald: of (himand ever 
since Keyaes propounded hia coosumptioo function* The 
relation betveea ayirjreyiate eonsumption and aggregate 
income* generally known as conaam tio^ functlony Is 
conniJereu a Koynesiao invention. It hna occupied a 
aajor role in ecoaotaic in ink in j ever siinoo Keynes 
made it the foundation stone of hi;; theoretical system* 
or kojaes* oaoy hypotheses it fms been the one that 
has been subjecteelto the m > it ititensi«e empirical study* 
Classical economists reeounised the fact that an 
increase in the r^ ilo o^  i.teront woul^ cause an increase 
in savings and, therefore* a reduction in consuroption* 
Thoy accepted the basic idea th it consitaiption and 
savinjs are coapetitivo soureea of utility and that 
the largia botQoen savinjs and consuniption is shifted 
by a change in the rate of interest* Such changes 
aight affect conBuraption by causiny a sharp rise or 
fall in the capital values and thereby giving rise to 
windfall gains or lonsos* Ap'.rt fros> this efTeet* 
interest rate ehanjos have been considered insijnifi-
oant to cause an important shift incoasumpiion fuactiin* 
The siyaificant relationship betweeo the interest rate 
ehanijes aad ehamjes in consumers* spoading is hardly 
accepted today and no evidence is available that such 
chanyee It >.ve any direct effect on the total volaiae of 
consutnpti <a* 
"mother theory xihioh is relevant from the viev 
point of demand analysis is known as *non-proporti nality 
-(20)-
tlypolli««is'or 'absolute incose bypoiHoeis*« Aeeordlng 
to ibla theory^ eorrtni eoBsttnpilon ts a highly depend-
able aad stable fanetlos of eurreat Ineeae* Tbe factors 
that determine tbe forn of consttapilon fanctloa are 
olasslfled as ebjeetife or those that are external to 
eeeaeaie systea and subjeeilte each as psyehologleal 
eharaetarlstles ot httmaa beiacjSf social praetlees and 
social arraageaenta* Those factors being deeply rooted 
la established behatloar» change slowly* They detemlae 
tbe elope and position of consuaptloa function and give 
It a high degree of atablllty* 
ladlvldaals and bualness eorporatloas both have 
eertala aotlres vhleh lead thea to refrain froa spead-
Ing eat of their Incoaes* It Is a "faadaaental psycho-
leglcal rale of aay aodera eoaraaolty that vhea Ita 
real Incoae is iacreasedf It will not Increase its 
coaswaptlott by aa eqaal absolute aaoaot ••• as a rale 
and on the ateraye greater proportion of Ineoae ••• (la) 
eared as real laeoae Increases*" fllgher absolate level 
ef Incoae vldeas the gap betveea coaenaptlon and Incoae* 
The etreagth of saving aotlves differs according to 
Institutions* habits* experleaee, etandard of living* 
etc* The esaenee of the t' eery Is that the real eoaeaap-
tloa Is a stable fanrtlon of real Incoae* Marginal 
3* Keynes* J*Mt "The General Theory of Kaplovaent* 
Interest and ^^ oney; (Loni!oBtllaealUaa*l937; pp«96-97* 
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pr«|i«aslty t0 ooB««a« r«auilat po«lllf«9 l9»a than 
unity and probably deelloea vlth laoreaaa In real 
iacona* B«aldea» the aarglnal propensity to oonsnae 
of low»lncoDO gronp resalns higher than that of higher 
Ineone-iiroup vblch sugtjosto thnt agorotjaio dottftnd eonld 
4 
be raised by Incoae redlstrlbntlon* S'aehle etadlod 
Coraan tine ser ies data and fonod that dlstrlbntlon of 
Incoae played an laportont part In doioralolng aggro* 
gate oonswiptlon but lbs stady of Aaerleaa "oroso* 
oeeiloa" data oould not reroal any s lga l f i eaa t re la -
tloosblp botvoott the above factors* 
The above eoasMiptloa fsaetloo was basedwof« ^^"^ 
general knowledge and experience than on any priori 
postttlaie or s tat in I leal study* Bnt the theory was 
so appealing that It st lnnlated enplrleal work* Many 
eonsnsiptlon functions wore studied both froa time 
ser i e s and budget data regarding coasmptl''n» savings 
and Incoae of Individuals and f a a l l l e s * Doth at f i r s t 
s ight cottflmed the hrpothesls that eurrent consMiptloB 
4« Stsohle* ffi "Short PertoU Tarlatloas la the d i s t r i -
bution of Ineoaesi** Revlev of ^^conoale Sit«tistlos» 
I9ll33-I43,1937* 
S» LubellfMi "Kffoeta of Incoae Redistribution on 
Consuaors* Expendl tores'* t ^aorlcaa Beoaoalc aovlov, 
37il87-1709l947« Sec also J«Uarsebak*s c la s s i c paper, 
"Personal and Colleetlve Sudget Punotlotts**»tevlew 
of Beoaoalc St( i t i»t lcs , 31tl6t-l70»1939, 
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»«• the faaelioa of current iaeone and tbai the 
nargtaal propoaslty to consvmo aot only reaalaed !•»• 
thaa one but «ae alao lower than the average , ropea** 
•lt7 to conswae vhtch siyolfied that the proportion of 
iaeome aaved increased aith the increase in income* 
Alaost all bitdgoi studies seem consistent with the 
abofo hypothesis and exhibited aot only a close rela-
tionship between incoae and consuapiion but also a nost 
precise one* These resalts encoaraoed the followers 
of the non-proportionality hypothesis* bat their 
optiaism could not last long* ^ serious conflict of 
evidence arose when the estimates of sarings in the 
United <%tates from 1869 to 1938 were pnbliehed* They 
revealed ao rise in the pcreeniage of incoae saved 
during the last fifty years despite a substaatial rise 
in real incoae* The average propensity to consoae 
reaalaed relatively stable between 0*S4 and 0*39, 
despite n large increase in tolal incoae* The percea-
tage of saving oat of incoae reaained aueh the saae* 
The esistenee of the three iaportant sots of 
facts regarding the relationship between saving and 
6* KIsaetsy Simont Gross National Prodact Since 1869; 
(New York! National Oureaa of :^coooflic Research, 
1946)p*ll9. 
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ittCMi* ««r« foaad Ineeasls ient* Jh* tfatft oa ftagrogaU 
•avisg and inoaa* In tli« period 1869-1929 did a e i 
• i k l b l i any i«ad«ney for the praporl loa of laeoao 
ooYod io r l s o with iacoae, Tho badgei aladjr data of 
193S«>36 aad 1941*42 aliovod that tlio aavlaa r a t i o 
laeroaaod v l t b iaeoaw. Tho eoamorao data for tho 
porlod alaco 1929 pabllahod b j tho Oopartneot of 
Coaiaoroo Indleatod that satlafia r a t i o t a r l o d with 
laeoao otor trado e je lo bat the aaacr loa l r o a a l t voro 
aot equal to that of budgot a tad loa . Tho dlaeotery of 
thooo lacoaolstoaoloa waphaaltod tho aood for aa a a a l j -
t l o a l fraaeoork that eoold l l a k toaotbor the exlst lnf l 
facta aad reooael lo tho apparoat ooalradlot lonaf aad 
provide a aa t ls fae tory bridge betvooa orooo-aoet loaal 
data aad the f lad laga of aggregate t lao aorloa* 
Bel lo fora of aoa«->proportlonallty hypothoala 
t r i e d to roaoaol lo the above aoatradlet loaa by showlag 
that there had booa aa apvard d r i f t of eoaoaaptlon 
faaot loa dae to the aovoaeat of popalatloa f roa r u r a l 
to arbaa areas | eoaataat la t roduct loa of aow eoaauaor 
gooda aad laeroaao la the ataadard of l l v l a g ^ o i o * vhlah 
have ralaod tho t o t a l eoaaaaptloa faaet loa aad of foot 
the teadoaejr f o r the average propoaaltjr to eoaoMio 
7 . Sal thloof Arthart "Poreoaetlag Poat*«ar Ooaaadtt' 
Booaoaetriea, Yol«13 (Jaa«1949)pp*l«>14. 
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lo deeltae villi the grovib of tii« iaeoa** The propo-
•OBts of absolute ieeooie hypoihosle aalalain thai 
"ihere is ao eoatradleiioa (aa haa aoAeitaea beea 
vroagiy laferred) between Kataela* loag-ran data aad 
Keyaea* fvadaateatal la»« Kaaaela* data tend to ahoa 
thai the pereeal of laeoae aated (aad ioTeated) over 
the leag raa haa beea more or leaa eoaataat at, say 
arouad 12 per coat. The propertftoa of iuoooie aaved 
remalaed aabataaliallj eoaataat* Bat at hiQher abaolute 
levela of tacone a areater abaolate aaMoat «aa aa?ed«* 
They elate that Keyaea did aot elearly differeattate 
betveea eyelieal aoveaeata aad aecalar treada» aad 
espreaaed ao firm eoavletion rcgardiag the ahort-raa 
shape of coaaumrtioa fuaettoa* He eoaaldered It 
reaaoaable to aapporl that eoaaaaptioa aa a rate woald 
riae leas tbna la propertioa to laereaae la laeoae* 
He has hialed that eoaauaptloa la baalcally flied by 
prlaary aeeds aad^ heoee, ehangea la eoaaaaptioa will 
aot at first be la propertioa to laeoae ohangea aad, 
seeoadly, eioaaaptloa la prlnarlly deleralned by 
etaadarda already aehleved» 1*< * vheo laeoae la the 
reseat paat vaa at lie hloheet level. "Both theae 
5* Baaaest H*A|vlai A Galde to Keyaesi(Nev Yorkt 
llcQra«-Rlll,l993)p.7S* 
-(25). 
• xpt«Batt«a« ••• 8ll«d at ••• sr« MOt adeqaal«ljr deta-
9 
lop«d ta tha Caneral Tliaorjr*'* 
Wa fittd iha davalopaaat of Iba abava aaaiioaad 
idaa in tba ralativa Incoaia bypotbaaia vbieb atlanpia 
to raeaaella tha abate aanttonad iaeonsiataaalaa bjr 
aaasastlao that aoaawaptloa dapeada not on ahaolata 
tacoaa bat oa coaaaaara ralatlta poaltloa la tba dia«> 
trlbatloQ of tneeme in tha commanlty* In tba ioag raat 
aoaaaiaar*8 aponding ie govaraad by hia plaaa althta 
thla distrtbation pattarn and hia daaira to tattata 
tha eanaanptioa of otbara* So long aa tba paitara of 
ralativa Incone ramalna the aaaoy tba propartioa of 
eoaaaniptlon to total tneaaa will raaaln fairly atahia* 
Ragardiny tba apparoat aoa«»proporiloaality In 
the short«»run» it atataa that tbla iaeoaalataacy ia 
dtto to tbe Irravc-raibility of conamptloa* The aagnl* 
tada of changa la aapanditurareaaltlng froa a daoraaaa 
la locoaa la not tba aama aa that raaaltlay fro* aa 
laeraaaa* Sbort*ran aoa<»proportloaality alaply raflaata 
a lag in tba adjaatneat of ooBaunpilon to abort period 
flaetuatlona la iacoaia. Ouring depreaaloii aavlag ratio 
dapaada apoa tbe ratio of earrent inoome to tise blgbaat 
iaeane prevloaaiy attaiaad* Habita that are foraad la 
9. Raaaaa* !!• Alrlat op««lt« p«Sl« 
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ihe i»erlod of aosi rfldoatly tx|i«rl4ae«d p«ak aiaadartf 
•f livlag exert a poverftti aad »y«io«alle taflueneA »a 
earraat eoaaaaptla', Coaattnera try to aataiala iiia 
paal htgliaat staadard of livlag avaa la th« aitaailoa 
of falling laeoao aad aro alaagiali to adjasi to high 
ataadard of livlag whoa laeoaa rlaoa abovo iho paat 
poak lovol* Darlag adverae eireaaiaiaaeoaf eoaawaoro 
try to proteet tholr eoaaamptloa bj roduelag aavlaga 
aharply* Dut darlag aabaogaoat roeovory vlioa laaoao 
rlaoa toaarda tho prevloaa poak» aoaaaoipilon rlaoa 
gradaally. Eiooaalvo laeroaao la tho Inoono la dlvortod 
toaarda roatorlag aavla^a* «o oaa thaa eoaeludo tk it 
«koa laeoao doeroaaoa la tho deproaaloa phaao of tho 
oyelOy ooaaaaptlon oxponditaro la aubjoet to tvo 
palla- tho prevloua high lacoao ataadarda aorvo to hold 
ooaaaaptloR ap whilo tho eurroat laeoMO at lo« lorol 
toada to pall It do»a« Tho aet roaalt of thoao oppoalng 
forooo la to eaaao eoaaanptloa oxpoadltaro to fall loaa 
thaa la proportloa to tho fall la laeoao* Durlag tho 
roeovory phaao aa oorroat laooaoa laeroaao tho doproaeloa 
foreoa beeo«o weak aad tho pall of tho prevloualy 
aehlevod ataadarda oxort upward proaaoro* 
lolatlve laeoao hypothoala glvoe aioro iMportaoee 
to tho relative expendlturoe bat It la atatod th»t all 
-(ar)-
the «xpeii(litttr«« are aol of thli typ«« Tii« •xpeadl-
tares vhlek are neeeeelties are hardly arre«ted by much 
relaitte •peBdiags. Beeldesr the relative laooMe 
bypotlieeta alraa aere eapftasie te the past peak iaeooie* 
Ktth regard te itils prepealtloa^ It bae been augyeated 
tli;it the aae of past peak eonsttaption la such better 
tadloator to represent the past htghest standard of 
lirlag than past peak Incone* 
Maay eeoaofalsls have arffoed that a eeatlaaoae 
habit perslsteaee hypotheale is aoeh aere plaaslble 
aad better aarported that the diseeatlaaooe oae« They 
aalatala that the habita that laflaeaee evrrent eoasaap* 
tloa are aot fortaed jaat la a period of peak llvtag 
standards* They are being foraed eentlaaously over 
time* The above theory assaaes the presenee of lag, 
aeeordlag to ahieh ehaoges in iaeeae do net have their 
full reaetioa oa eoasvaptloa iamediately bat take aeae 
tiae. Consaaers aay have aeaories of the previons 
highest level of ineome which they had attained ia the 
past and in the light of vhieh they aight try to aaio-
laia the past peak etandard an til seae higher iaeeae 
is aehieved aad ae« standarda are set* Bat in tbia 
preoeea, past peak incoae seeae less iaportaat than 
past eoasaaptloa* The lag effeet la the deaaad of 
ooasimtrs !• •••ally prodHetd by in* ••••aaptUa habits 
vbleh ib« •••••••r* aoquire at a raault of past eoaaMip* 
ilo^» *Tb« kabltSf otiaioaat aiandarda and l9f«ls asao-
•iaiad witb raal ceaawaptlon pr«Tloasly asjoy^d ba«Mi« 
*lBpr«8aed* on th« bi»att payeb»logleal aad pbyaiologleal 
•yatMia aad thia produeea aa laartla or *hyai*raals* 
!• eoaawaar bahavloar* Bfraavaa of ihl« laartla, eaaa«»«r 
daaaad roaeta to ebaagas In eeaaoraer Ineosa with a 
eortalB alovaaaa, aad th«a pnat roal •oaawaptioa oxorta 
a atabllistng offoet on earro^t eoaaonptloa*** 
The habit poraiatoaea effoet oa earroat eoaawaptioa 
daa to tha paat babaviour will ba stroagoat if tba tiao 
pariod la abort. Tba abofo etfact diaa avay with tba 
laagthaalag of tiaa* "Aaotber way of oxprosalag thia 
hypothoala woold bo to aay that tba habit poraiataaeo 
offact la coatiaaoBOt aad la aa lavorao faaetion of tiao* 
Thia woold aaggoat that wa ooald uaa whatator tiao lag 
tha data peraiittod aad get tha atroagaat lag affoot for 
the ahortaat poasiblo lag, aad tbo woakoat lag affoot 
for tbo loagoot lag, penilttod by tbo data**** 
Tbo oaaoaoo of tbo abova tbaory» thoroforOf la 
that tbara la a daflalta lag or laartla to ooaaaaora 
I0» Irowo, T*H« *Rablt Poraiataaeo aad Lags la Coaatuaor 
Bohavioar"! Reonoaatrlea(Jaly l9S3)Vol*209p*389. 
11. Ibid, p« S89* 
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r««pons«s to change ia iiiair oarraat iaeMia* Tbia 
laartla aay b« dae lo conauaara aaaoriaa of paai paak 
raal inooaa or 11 la daa to iha paai raal eoaaanptloa 
kablla* Tha paai eoaamplioa pattaraa paralal loag 
aaough to ala* dowa tha affaet of eiiaagaa in eurroat 
laeona* Canaoaora bohavioar toad to be repetltlfo to 
aoae oxtoat* Doellae of the paat habita roaalaa eoati-
aaoaa over tiae* The habita die away aontianoaaly aa 
the tiae period leagtboaa* Tbeae rigiditiea ia the 
aoaaaaption habita eraato aoa^proportionality ia the 
ajatoa* But aa the tiae pasaea aoaaaaption habita chaago 
vith the ehaage in real iaeoae* Aa the aev eoaauaplioa 
habit ia foraed^ it ia differoat froa the previoaa OBO 
and at a higher loYoI of real taeoae. The ao« aoaaaap-
tioa pattora beeoaea the aost rooeat and aa avah it 
boooaea tha atrongeat habit foraiag inatrameat. Thio 
too ia foraod by the earlier conanaption axperieaaOf 
heaae, if «o atari with paat aoaaimptioa aa the atariiag 
pointy ve eaa explain tha abort ran and loag ran 
eontradietiona* 
A nuabor of writers have atated thai oonaaaptioa 
ia not only a fitnetion of incoae but also of aealth. 
They maintain that there ia a definite relationahip 
between conaanption expend!taroat incoae and wealth* 
They theory apeeifiea that "aafinga are the reault of a 
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dl«er«paaey b«i««ea the letyal and Ike d«8lr«<t •took 
of «r«altlit »fe«B tli«r« !• no diaeropaaojTf aavlnga oqaal 
aero* If iaeoaaa voro to roaaia poraaaontly ooaataat» 
the doalrod atock of veoltk aoald altlaately bo aoeaaa-
latod aad» thorefore« eoaaaapiioa aoald oqaal aet incoeio* 
Poaillvo gaviaga will ooear oaljr if the aoealar tread 
of lacMio la rialas*" Tke above theory aaaaaiea ik;U 
eoaaaaptlon increaaea with the laeroaao la wealth aad 
that at aaj gitea level of incoMO there la eoao level of 
wealth at vbleh all laeoae will be eooaaaed aad aaviag 
will bo aero* SBppoae,at aay tiae, the atoek of wealth 
ia deeroaaod below the level aaaoolated with sore aavingat 
eoaaaaptioa woald deereaee aad poaitive aaviaoa will 
take plaee aad if the atoek of wealth ia iaereaaed above 
the level goaorally aaaoeiatod with zero aaviagSf the 
iadividuale will diaaavo aad coaaaaiption weald laeroaao* 
A riaiag level of iaeoae iadaeea people to hold sore 
wealth thaa they held laitially aad a falliag level of 
iaeoae iadueeo them to draw npoa their atoek of wealth* 
If iaeoBO roaaiaa perpetually ooaataat ao that eoaaaap-
tioa equala ioeome thea ia that oaae there would be ao 
aaviaga aad wealth too ahall reaaia ooaataat. 
The wealth/coaeaaptioB hypotheaia ataiea that the 
12* Sprio^ Alaai "fealth aad the Coaaaaptioa Panctioa"| 
J*i'*e» Aagaat 1962, p* 339* 
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eoaalaaey of dcsirtd ««ftlU/ttottaaaptUa ratio ohovs 
thai all oaving baa in faet ariaoa fron aa taeroaao 
of laeoaio tkal haa ralaad Ihe ^airod woalih* yloldlns 
tkia ratio aad^ 'lioaeaf if iaeoMO ahoald ooaao rlalag^ 
•avlag would doollae to aoro* Aeeordlag to ihla 
aaalyaia» If laeoao la coatlaaeaaly rlalag, eoaaattpttoa 
will bo leaa than laeoao durlag tho tranaltory fihaao* 
rko ooaltb araaaoat haa booa latorprotod dlfforeatly 
by dlfforoat poople. Foa elala that alaeo tho ooalth 
too followa tho law of dlalalahioo aarglaal otlllty^ 
hoaoot largor tho atook of voalth tho lowor Ita aarolaal 
atillt/t aad, thoreforo» tho loaa tho dealro to add 
voalth bf rodaelng eonauaptloa* la othor vordoi tho 
aoro aaflaga aaa haa» tho loaa la tho atroaglh to aequlro 
aoro* 
Aaothor latorprotailoa to that ''tho poaltlto 
oorrolatloa botvooo aaaeta aad eoaaaaptioa aa lapljlag 
that tho pooplo eoaaame aoro hooaaoo thojr hato aoro 
aaaota voald bo only allyhtly loaa laaeenrato tbaa tho 
lavorao laforonoo that pooplo hato hlghor aaaota booaaao 
thoy eonawao aoro* Tho point la that both eoaaaaptioa 
aad aaaota are greatly affeetod by tho varlabloa aaoh 
aa laeoao oxpootatlona and ago*" In rooont yoara* tho 
13« yodlgllaal, Fraaeo aad Braaborg»Hlchardi **lltlllty 
Analyala aad tho eoaaaaptioa faaetloat Aa intorpre-
tatloa of Croaa->Soetloa Data la Poat-Ioyaoalaa 
Eoohoaiod^ do*K*Karlhaaa(llo« Uraaa«lek»N*J) Ratgera 
Unlvnralty Proaa, 1994| p*42§ 
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posslbte iBfluttiicet mt ««altli and other llqaid a«s«U 
on eoiitmptioa katt baaa diseaaaad MVOII. several 
lypea ef leete kave beea atieapied but the results 
are far frea eoaelaslve* The enplrieal valid!tj ef 
these argaaeats has been extreaely difflenlt te 
eetahltah* 
Seae eeoaeaists have taken the vlev that eoneaap* 
ttea Is prlaarlljr related to soae long ran iaoMie host 
kneaa as peraaaeat ineeae* Short-ran varlatieas la 
taoMie elaply effeot level of savtaa* The relevaat 
variable that eiplaias the eoasaners expeaditares is 
psraaaeat iaeoae. Permaneat laeoae aeasa the preseat 
value of the expeeted fnture reaeipts* It is the aeaa 
ineeae vhieh ia reaseaably expeeted to be received over 
a period of tiae, and depends upea eeveral faotora* 
The aiaiaaa tiae period relevant to the defiaition of 
peraaaent iaeoae is that ever whieb ineoae influeaees 
aast persist before the ineoae reeipieat will regard 
thea as peraaaeat. On eapirieal groand it haa beea 
eatiaated to be three yeare* 
Peraaaeat eonsaaptioa is supposed to be proper— 
tioaal to peraaneat iaeoae* The aetual observed iaowaO 
ealled aeasared ineoae daring any period eoaslets of 
peraaaeat iaeoae and the transitory eoapoaenta* Siai-
larljt the aeaeared eeasaaptioa too eoasista of 
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poraantnl eontwaptl^a aad transitory eoaponoata* Short* 
run vartationt la aaflngs are •xplalnad dae to traaai-
tory iBOMio ehangea* Slnea paraanoat eoaatmptloB ospoa-
dituros aro ralated to parmaaant ineonaf a windfall 
would produee ao chaaaa la eonauMptlon axpaadlturo* 
Coasuaptlon axpaadlturo aotild be ehaagad only daa to 
tbo Gbaatfoa la paraaaaat lacoae* 
Tbo bypotbaala aaaumaa that tbo noaaarad eoaaaap* 
tloa toaporarlly riuctaataa aroand tbo long run ooaannp* 
tloa faaetloa* Wo ean arrltro at pcraaaeat coaauaptloa 
ooly by ollalaatlag aaeh tamporary ehaagoa* The tranal-
tory ooMpoaonta aro of aaforoaooa aatara and aaaool oat 
In tbo long rwi* l^ haa laeoaa falls, aoaanaptloa goaorally 
dooa not fall anloaa tbaro la a radical ebasge In tho 
long run Ineone outlook* Slailarly« rlalag Ineoao doea 
not affect oonenaptlon too aaeb booaaae toaporary ebangoa 
In lacoae aro oot oonaldored as peraanont additions to 
tbo apeadlng povor of tbo household* Honeo, they aaia-
talB that If we relate aoaanred conanaptlon to aoasarcd 
iaeona, ve get an apparent eonaaapttoa fnaetion with 
aarginal propenalty to conawae eonsiderably below the 
average propenalty to eonsnae* But loatead, if we 
relate peraaaeai eonswapilon to permanent lneoae» we get 
a trne baale fane ties which la a loag-rna one and where 
average and aargiaal prepenelUea to eonsuae beeeae 
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•qaal* Although ih« paraaaeni iaooae bypotheal* k»» 
l»e«n s«bjeeltd io « detailea ttailstieal . eriricallon» 
aothina ean be said vitb regard to Its talldity besauss 
coatradictorjr views have been expressed* The general 
vi « is that *our exaaiinatioa both of the theoretieal 
aad eaplrieal basis of permaaeat iaeoae theory resaltsy 
oa the whole^ in aa aafavourable evalaation of ite 
•Bperioritjr over alternative explaaatloa of coosiiaier 
behaviour •••tivepermanent incoae hjpothesis geaeralljr 
provides a slightly better explanation of eoosuaer 
behavionr than a very simple hypothesis based entirely 
npon current iaeoaey but the aargin of superiority is 
mail and not eansisteatly Maiatained*" 
lieatioa can be aade of another siailar theory nhieh 
•akea the proportion of income saved depend on life time 
average incoffle ana* heneoy assaaes savings relatively 
iaseasitive to earrent inaone* The basis of this noraal 
iaeeaie hypotheais is that inttivluual follova a rational 
plan to aaxiaise his utility ot»r his life time* Uis 
soasutaplion ia any gives yeart therefore^ will depend 
not oa his laeosie ia that year alone bat oa the resources 
vhieh he disposes daring his life tiaie. The rate of 
«onstt«ption in any partlealar period is a facet of 
14* Friend, Irvia and Kravist Irving Bt op«eit« p«SS4 
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coaain«rs* plaa vhleli exteada to vibote of his life* 
laooflie thai aaaraea la Ibia parlod ia oaly oae of tha 
aleisettta thai ahapa auch plan* Carreni conaaiaptlony 
tharafore^ dependa apon ao maay factors aaeh aa eurreat 
Incoaa, axpaoied averaye incoae» laitial aaaeta and 
ago of conaaaiorai etc* the hoaaahold vUoaa carreai 
lacome unapxaetadly rlaea abovo that averaga axpeoiad 
iaamaa to which the bouaehold was previously adjaatady 
it will aava a larger proportion of ita Inoorae than 
before* Thin proportion will be larger than iho propor-
tion of those people who are wlihla the aane laeone 
braeket bat their ineoBe has not rtaea* In thla model, 
aavinga lead to go tip either beenuae the UBV level of 
iaeeme la regarded aa penaaneni» or beeaaae the lattlal 
aaaet heldinga are now oat of line with the reviaad 
outlook* If the outlook haa inprovadt oasein are too 
low to enahla the hoaaehold to live for the raai If Ita 
espeated life an a aeala eonmeaaurata with the new level 
of laeoaiei if the laeeaie outlook hoa deteriorated then 
la order for the hoaaehold to achieve the optlixnia eoaamp« 
tioa plan eoaalateat with the new outlook. It la act 
aeaeaaary to add to aaaete at the eane rate aa befara» 
and perhapa even lamedlate drawlag down of aaaeta to 
IS 
aapport coaaamptloa may be called for*** The auppartera 
IS* Modlglaai, i-'raaca and Broaberg, Klchardiop*cit*p*407* 
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of ibis ibeory tiate ihai ihe findings of Uadget 
Stttdisa wbieh show ihai proporiioa of iaeons saved 
iaorsiass viih inersaso in incoaOf are noi inconsis-
ieai viih ihe above hypoibeais* beeaaee ibe iype of 
eeoneaies vbich ibese bndyei aiudy daia mosily refers 
io are sabjeoi io sUor -ierm Inceaie flaeiuattoaa* 
Ciirreai Inoone nsnally differs froa ihe pretlous aeeus-
ioaed level and froa eurreni ioeooe expeeiaiions* The 
eiplaaailon provided by ibis ibeory is ihai ibe bonse-
holds whose ineowe is aboai ihe level io ehieh ihey 
vere aeeasioaed save largers proportion and ibose whose 
Ineoae ia below ihe level save relatively a saaller 
portion and ihey aay even dissave* 
This theory replaees the Keyaesian psoyholeaieal 
law with the prineiple that "^ aea are disposotl, as a rule» 
aadyoa ihe average, to be forward-lookiag aaiaals*" The 
iheaie of this theory is based oa the assnaptloas thai 
•ajor parpose of savino is to provide oashioa against 
•ajer ohaoaes in iaeoae that oeoar daring life cycle 
as well as agaiast the less systeaiatie short-ran flac-
taaiioas io ihe ineoae. \nd that ihe provisioas which 
ibe eoBsaaer eaa aake or would like io nake for eaergea-
eies aad retiroMeai are basieally proportional oa ike 
average to his basic earoiig capacity* The bove 
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liypotli«si« ba« gitea good rosults for fiiraers and 
biialnostaoa in iho United States but its extenBion to 
other coantries or oeeupations with stable ineoae is 
yoi to be tested* 
The oaases of shifts in deoand Just noted above 
relate to changes in income. So far we have proeeeded 
OB the baeis of no changes in taste-patient bnl exper-
ienee testifies the faet that sueh changes are probably 
the «ost Important eaases of shifts in demand* They may 
be evoked by almost naything* Althongb it is possible 
to think in terms of a constant taste-pattern while 
incomes and priees ehange, it is quite certain that 
these forces oanse trenendons change in the taste-pattern 
of the eensnmers* I'or instance^ these ebanges evoke 
taste-ehanges by pnttiag certain coouBodlty inside or 
entside the reaeb of the consuers and provide an 
oeeasion for • new evaluation of framework of vants* 
Changes in tastes are analytically dletlaet from a 
ehanye in income or changes in prise* Thoy nanifest 
themselves by shifts in the marginal ntllity cnrve 
and have tbelr own reperenssions* 
Traditional theory of demand ussally ignores the 
psycbelegieal and sociological aspeets of demand which 
tbe managerial economist cannot avoid in view of their 
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iMpaet oa th« Ixhavloar of the consumers* Reeoat 
rosoarehos havs revealed that the eonsiwer behavloar 
is goreraed by deeper causes aad aotlves vhleb are 
difficult to isolate and to measure, feblea'a 
*eoBspiettOtts eoasaaption* treats the consumer's spoad'* 
lag a fanciion of human ego rather than the product of 
hamaa «ants» Similarlyt Oaeaeaberry*s demoaatratioa 
offset portrays that the consumption patiero of the 
individual is not only determined by hia own prefereneea 
but also by the preferences of others* A consumer 
eominy into a coatract of wealthy family runa the risk 
of higher coasumptioa in response to the demonstratioa 
of higher speading by aueh family* Besides this» 
education, profession* inventions, travel, rel igioa, 
elimate, cofflmodity specifIcations, optimism, passimism, 
advsrtisement and similarly other influeaees have a 
teadsaey to ehaage peoplea* habits, sonsamers tastes 
and proferencea* 
Unfortunately, the preaeat state of knowledge 
providea a little understanding about the behaviour of 
eoasattsrs* \ great deal of coatroversy atill persists 
regardiag the isolatioa aad measaremont of forces that 
determined tastes and preferences* The quest goes far 
beyond the seope of managerial economics* It needs a 
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•fatMats of •eonoaiea, «oelot9af» psyeholoyy and other 
rolatod braaohe« of kflo»lodg«« 
Along with the factors oientionedl rtbove» there are 
•eteral other factors such as, age groapltigs of the 
popttlationv the extent of eonsoaer debt, marital statas» 
weather eonditiotts» conditions of Irado^ struotare of 
the aarket aad ehaages in aoney supply that tnflaeaee 
the eoaaaaptioa pattera of the indlvidnala« If deaand 
ia a faaetioB of priees, iacoaes and preferoneed» it ia 
alao a faneiion or tiae«> the loayer the tiae» the greater 
the poaaibilitiea of aabstitatioa and ianovaiiona. The 
ohaagea ia deaand aaaociated with tiao ean be grouped 
iato three estegoriest aeasonalt cyetieal and seealar* 
The deaaad earve over tiae generally shifts to the right 
beeaase of iaorease in produetitity aad iaerease ia the 
BMsber of ooasaaers* Secular gains ia pradaetitiiy 
reaalts ia higher incoaes which toad to bring straetaral 
ehaages ia tastes and preferences* The deaand carres 
eaa be iaagiaed as aoviag up aad down between tho aeasenal 
higbs aad Iowa or betveea booas aad depreaaions. The 
list of the factors influencing deaand would be ineoaplete 
without aeationiag the strurtare of the eofflaodity, degree 
of its nrgeaeyf ratio of its pries to the incoae of the 
eoasuaer and the freqaeaey with which it is purchased. 
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be«aiia« aaek eomattditjr •paetfleations al«o play a dani-
• aat role la ahaping the deatlay of danaad* To a m up 
tlia dlseasaioa ve eaa, tbarefora, coaclida that nlthoagli 
In aotual praetioa quaatlfleation of demand la an excep-
tion rather than tho rule beoaaae OMat of the bualneae-
aen aiake sutijeetive eatiaaiea of iheae Inflaencoa on 
deaiaad and aometlaea their subjective Judgement exeeed 
In aecnracjr the beat of the avail ble teehalqaesy hovetert 
it la worthwhile to identify the faetora likely to affeet 
deaiaad* Such a diaanaaion la of «nch nore than theoretl-
eal intereat in view of Ita practical ntility to bualneaa-
•aa« For purpoaea of practical application of theao 
principleay a theoretical aaalyala of deaaad deteraiinanta 
•net preaede any practical analyoia if the analyaia ia 
to be of any significance* Onr stndy baa revealed that 
in acinal practice deaand la deterained by innaaerable 
faetora bat the aain faetora likely to affect doaand ia 
a given aitnation aret the prieo of the coaiaodityt the 
price of ita anbatitutoay the price of coapliaentary 
gooda» the Incoaea of the eonauaerat preferencea of the 
individnalo» nature of the eoataoditieay atructare of the 
aarketn and duration of tiae* 
Than far we have analyaed the external forcea which 
are anfflolent by thenaelvon to deteralne the deaaad 
fUDction of a fira« It haa been* howevert obaerved that 
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the fim eaa also bring about ebangea ia its deaaad 
faaetloa by it* ova aeti>>na« These ehaagea manifest 
ibeaselTea la ebangea In other deaaad ddtermlaaata and 
through then on the demand of the rira* They Include 
both positive and aegotlve aetlons the firm should 
ttudertake or to avoid In order to have a desirable 
effect oa the deaaad. For iostaooe, a fira should always 
strive to aiaialse frietloos and frastratloas beeaas* 
they toad to affect the deaand adversely* The positive 
aetloas the fira can undertake to laprove Its deaaad 
sltuatloa can be brouped aader five headsi 
I. ^IteratloB of the bayers* kaowledge aad 
opIaloBS of the flra*s produetf 
2* Alteratloa of sone or all of the secoadary 
qualities of the flra*s product so as to aake 
it a different product) 
3« Ceablaatlon aad eollaslon with other flrasi 
4« Alteration of the aaaber of sales coaaodltiest 
S. Mlseellaaeotts action with respect to others 
laelnding rivalSf cuatoaersf suppliers aad 
16 
governaeal. 
Aetloa under these beads Is taken to affect favour-
ably the shape, position and stability of the demand with 
a view to laprove the future profitability of the fira* 
ihlle aaalpolatlng priee-oatpat strategyt the fira Is 
always Interested to see that Its deaaad becoaes aore 
16* Coppoekf Jca&ph Dt Keoaoales or the Business Fira-
Kconoales of Decision Making la the (lusiness Enter-
prises) (New Yorkt MeGraw-lllll,1959)p*235. 
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lB«laatt« for liioher prices and nore •lastie for lower 
prtooB and 11 should shift positively froa tine to tine* 
The firs would avoid taking any aetion thai wosld shift 
the doaand nogatively froa period to period and make the 
e»rt9 siore elaotie for higher prises and Isss elastie 
for lower prices^ Siaiilarlyy It is always in the Interest 
of the firm to avoid sessonal or cyelical flsotuatloas 
in deaaad and to take such steps that aiobt nalntaia s 
stable growth over a period of tiae* These aetioas 
which we hnve diseussed above cannot be studied la isols* 
tioa« They affeet the deaand function through briaging 
ehaages in rrieesf preferences nnd eommodlty speeifiea* 
tioas and are in turn affeeted by thea* 
Alteration of buyers' knowledge roiers to both 
kaowledge-giving and opinion»ohanging activities which 
are direeted to attract the potential custoaer towards 
the product of the fira* These selling activities caa 
be foeussea on a product when it is either novel or 
saffieiently differentiated froa others* This explaias 
why there Is ao gala for a fira selling a hoaogooeous 
product uader pure competition to engage in selling 
aetivitiee on an individual basis* Tho aesBage aay be 
direeted to convoy to the buyers explieitly or iaplieitly 
the eoapositiea of the prodaet» the views of the 
- ( 4 3 ) -
•anaoMiaQif th« vorlclttg eonditlons In the r>lAnfc or ^b« 
lafomaiioB aboat tbe product i t se l f* Tbe firn nostly 
elioo««a that bland of iaforaation-givloa and perauaalen-
orlaatad taabalqaas that ara most effoetlve* Tba •adiim 
tiaad to eontay the maaaage oiaat be auob tbc'it i t aajf 
aaabla tba praapaetifa bnjar to know aferylhina ralavant 
to tba product* Row much the f iro should apaad oa 
tbaaa praaotional a e t i t i t i e a f Tba aiaple answer ia that 
i t abottld go on apandlng unti l tbe aarginal cost la 
aqaal ia tba aarginal revanaa attribatabla to tba»* Sinea 
tba aal l ing afforta inflnanea bayara* bnovladge and 
opiaionat a poait i ta abift in tba daaaad emrta ia aaaally 
vitaaasad* To aneeaed in tbaaa sai l ing aot iv i t iaa tba 
eoanodity sbould be priced lov in relation to tbe incoaea 
af tbe eastoaera and i t sbould be a product of vbieb tbe 
euateaier can aae aeveral units* Tbe f ira can take tbe 
advantage of tbe igaoraaee of the oaatoaers too but saab 
gains are abort-lived* It baa been obaorved tbat tbe 
rira*a ebaneea iaprove e i tb tbe decline in tbe nuaber of 
aenpeting anlta* Above ali» tbe f ira abould alao aee 
tbat tbere ia a proper co-ordination between production 
and aell ing a e t i v i t i e a beaause tbere ia no point in 
inareaaing tbe aagaitude of tbe ael l ing ae t iv i t i ea vitboat 
baving the gooda to ae l l* 
Alteration of seeoadary qoal i t iea of tbe prodaet 
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refers to alteration in otte or more of a variety of 
aepects of the product^ such »s tine of pnymentf lime 
of deliTory» design^ coloer, container, packing, size, 
ease of repairs, ete.^  which serve to dirfereatiate it 
frooi other predeets in the o*^ *''*! eeouaodity groiip* 
Soaetiaiee a giere change in the brand aaae or coapany 
naae will suffice to differeiUiate the article but 
•tnally seaetbing raoro is to be done* The ehoiee of 
teehniqne is deterained by the estiaates of eosts and 
the eetiaates of effectiveness in shifting the deaaad 
enrve. Analytically, the firn eheoses that tecbniqae 
vhieh eontribotes the raost to net worth but in practice 
Sttch decisions are taken on the basis of experience or 
hnaches. Product differentiation is a prineipal device 
by which a fira can iaprove its deaand* Although it 
dees not lend itseli to quantitative treataent. It 
ocenpies a preainent plaee in the ontput policy of the 
fira* Only reeenlly, it has attracted the attention 
of the eeonoaists because along with innovation it is a 
aain source of progress in the capitalist soeiely* 
Differ atiatioa has great appeal in aarket situations 
involving oligopoly and novelty because in such oireuas-
tanees the response of buyers is aore slaggish* Oligo-
polists treat differentiation a fairer fora of eoapeti-
iioa than price reduotio is« Though such changes reaain 
-(48)-
a fom of rlvalryt ih«y do not eteke violent roaeilooi 
by ritral firtas* They lend to provldo soae stability 
and r«mov« tho kiak in tbe doaaad oarvo* Sueooaafal 
altoraiioa uaually rodueea tho aoaopoly power through 
iaitatioa aad tend to glv« way to oliaapaly aad oligo-
poly to eoapotitioB. 
CoabiBiiioB aad collaaioa eaa alao chaogo tho 
poaition» atftbility aad olaatieity of doannd. Collaaioa 
refora to all foraia of tacit or explicit arraagoaenta 
which goTora the behiviour of the fims ia ways wbich 
would aot ocenr in tho abseaee of such arrungenenta* 
nieao eoabinaliona eaa take plaeo aaong firma prodaeiag 
the aaae eoaaodity (horisontal) or aaong firaa prodaoiog 
gooda in aoqaoaeo (vertieal) or aaoag firaa prodaeiag 
gooda whieh have neither horiceatal sor vertieal rela-
tioaa (aoagrel)* Korisoatal eoabiaation ia the moat 
obvioaa teaptatloa for the firaa to control the aapply 
with a view to exploit the aegative slope of the deaand 
carve* The aore inelastic tho demaad curve ia* the 
greater the possibility of such eoabiaation, Vertieal 
eoabiaation eould also bring about a positive shift in 
doaaad by ovokiag a aegative shift ia the aupplioo of 
the coapcting unite. The effect of aoagrel eoabinatioa 
OB deaaad is siailar to those arising tr<m coapleaentary 
eharacteristiss of the coaaodities. The firas eaa Indaee 
-(46). 
tk po«lilT« shift in deaaad by adding one or more oihor 
oenBoditloo «hloh are eraipleaientary* The preseaee of 
Attlti-liea depari«e0tal store«| the variety stores^ 
the sbeppiag eeatres, etc.» can be explaiaoa by the 
alteration of the namber of Ottcti ewBmodities* 
la addition to the faetora aentioned nboTO, the 
firoi eaa alto influenee its denand through a nalieioas 
propaganda agaiaat the eoaiaoditles of the rival fims* 
Soaetlmes it night direct libel s«its» forgery and 
bribery against seeh fir«s or night get political 
prefernent for Itself and diseriainatioas against its 
rivals in natters of taxation* regulation or wages and 
prioest governnent contraetSf ete* It can also create 
labour probleas by engaging in labour 'pirating* or in 
estrone cases send gangsters to destroy rivals eqnipment 
or even kill their personnel* Many of these activities 
are either illogal or unfair but their tencneacy to ham 
the rival fims is clear provided the reactions are 
not too strong. In actual practice, it has been observed 
that soae fims do resort to sooe or all of these aethods* 
Decent people in the industry sbould» therofore« diseon-
rage snch pr ctioes and if necessary to see that they 
are checked through legislation. 
In dealiny with denand, it should be noted that 
-(47)« 
the natar* of the deaaad depends itpoa the eonpetltive 
relfttioaship of « flra vls-a-fis Ite rivals bat ao far 
«e have aegleeted eeaaodiiy elaaslflaatloaa and later* 
eoamodlty rivalry* The parpoae of thla aeeiloa, there-
fore, is lo ozplaia the Inpaet of different aarkot 
atraetarea oa the denaad sltaatloa of a partlealar flra 
ao aa lo aeo how the denaad of thla flra eoaea to be 
etpreaaed la the aarket* 
Comaodltlos have aaually prlMary, aoeoadry, 
leaporal aad apatlal qualltioa. Slallarly, the market 
atraetaro refera io the aiuiber of bajora and sellere» 
their relation with eaeh other* the dlstrlbntloa of 
prodnct aaontf thoa, eondltloas for their eatry aad 
•atare of yoveraaeat ooatrol. The ouaber of poaaible 
eoablaatloaa of bayera and aellera aay be qalte large, 
bat for the aake ot convealeaco, the a-rket atraotare 
oaa be arranged in nine elaaaea vbleh are ahova la 
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DEUAMO SITUATION FACED BY THt^  FI?tii PMDKg 
Th« aaittr* ftf ih« dsaand for the product of a flra 
eaanot b« stipttlaied witbout sitpulailag the type of 
Market oruantsution* Eeoaoalats bavo aagaostod varloua 
fora of aueh organlaatlon* in «Hloh a flm atoiit ooaeep* 
taally eperato but they are aero abatraotlona* Moat of 
tkoai daaeribo a Biirkot altaattoa vhieb doea aot exist 
ta roality* Oae auch eaao ia tbat of puro eoapetttion 
wkiehy thoogb aoTor oecura io reality, y«t partially 
doaoriboa aetnal narket altaatioa of aoro frequent natare* 
Deapita its laek of coaplete ooincldeaeot thia ooaoept ia 
of afoat analytical aaefulaaas and ean be uaefully 
•aployod in a large range of econoaio pheaoaeoa* This 
aitaatioB ia alao teraed aa polypolypolyopaony involflng 
aaay aellera and aany bayers* Pure co»ipotitlon haa 
reeeited by far the aoet atteatioa perhaps beeauae it 
la the sirapleaty or la thought to be moat prf^ valent or 
perhaps it la the kind of iiituation the eriters eoald 
like to see In practice* 
The basic assoaptioas oi pare coapetitioa aret large 
awaber of bnyers and HOllersy pro iuct hoaogeaeiiy and 
free entry. The output of the individual firn is so small 
ia coaiptrlaoa to the total output of the indastry that 
the changes in its output havo no npiireeiable effect apoo 
- ( 4 9 ) -
•arktt l prleva The denaad carv* la aoch • I t i n t l o B t 
! • horlx«atal to th« X-«xls and h*» x«ro slop* aad 
i B f i n l t * • l a t i i e l i y at aarkat prlea aa ahovn ia 
D.HQ. A t 
Tha balghi af Ilia daaaad eurva dapanda apon iha 
lataraaalloB of Iha a^jyragata daaaad and aggr^gala aapplj 
eartaa of Iha Indaatrjr* Market prloa aadar para eampatt-
lioa la a gtfaa datam le aa iiidlTldaai fim* Tka rim 
raeaivaa a givaa aarkat priaa for lis aaeh aail r«^gard-
laaa of ila aalaa* Coaaaquaally, ila averaga ravaaaa 
la aqaal lo ila priaa* Sisliorljf Ika rala of ckaaga 
af lotal revaaae vilh rafaraaea la Iha ehaaga in quaallly 
aold ia alao conalaal, hasee ila marginal fvenu» ia alaa 
aqaal lo avaraga rataaaa or priea* II ahaald ba kopi 
ia aiod lh«l tha narkal damaad of iba iadaairjr uader pura 
eonpeliiioB caaool ba darivad bjr auamiag ap Iha da >aad 
eurtaa af Iba individaal firaa baaaaaa af Iba 
- ( 5 0 ) . 
(I|ff»rttii«*s io thttir • l a s l l e i i i e B which i s i n f i n l i * . 
TKf. DEMANU CURVE UXDKH POUPOLY-^ iONOI'SQMY 
i^olypoljr-ffiOttoptony (lad polypoly ot igopaosy ar* 
a l s o the t a r i a a t a ot para coapa i i l i f t a . Under po lypoly-
aoRopaoajr^ Ihara ara «aajr aa l l e ra bai ontj ooe bajar 
of a preduet . Each poljrpollai or a a l l e r factaa a hor iaoa-
t a l daaaad earvo at tha priaa doteroilBad by i o i a l o frar* 
Inga of the aa l lara aad tba t o t a l d«»and of the moaop-* 
aoaiatf beeaoao Hia f rae t ioa of the to ta l sapply ia ao 
a e g l i g l b l o that hia output d e e i a l o i a tsaka ao s l y a l f i e a n t 
d l f faraoee In the p r i e a . S lmi lar ly t the aggreyate aupply 
oarve faeed by the moaopaoaiat ia a l s o h o r i s o a t a l at the 
pr lee ao f ixed by the buyer aad the a e l l e r a . .^ a agaiaat 
thla» the deaiaad eurfe of the noaopaonlat s l o p t a do»a«» 
vard to the r ight beeaaae I t shove the atoaey e q a l t a l e a i 
ef • a r a l n a l n t l l i t y or a a r g i a a l reveaae prodaet of the 
eoaawaer-bayer or the prodveer-bajer* Flgare^i i l l a a t * 
ratea Ihla a i t a a t l o a * 
.J 
0 
rt<:,o(i€ 
NivvVN T I T y 
-(51)-
Tbe aarksi straciur* In polypolyHBoaopsoay Is 
neither inherently stable nor iasiable beoauae ehanges 
tn priee aacl» hence, la horisontal demand eurve of the 
polypollst depend upon Influeueos each as the variationt 
in the marginal eoat eurves of the polypoliet or the 
•arginal benefit curve of the aonopsoniot^vhioh are 
external to the industry* 
T»K UhMANO CUUVK OKDER POLYPOt.Y«»OHGOPSONY 
Under polypoly«>oliouepeony the individoal seller also 
faees a horiioatal deaaad curve beeause he is one of 
•any sellers selling a product to few bayers* His 
offerings or withholdings of outpnt can aake no appreei-
nble difference in price* Siailarlyt the ollgopsonists 
also face an aggregate supply curve which is ti^c hori-> 
sontal auauaatiott of the individual supply carves of the 
polypolists* Shifts in the denand curve depend upon 
the aggregate supply' curve of the polypoliets and the 
desaads of the ollgopsonists* 
DEMAND SITt'ATlQ*^  K\CKn BY THE FlJ^ M 
ONDER MO«OMOLY(Monopoly«Polyopsoay) 
When the fira is the onljf seller of a rmssiodity 
for which there are nany buyerst the situation is known 
as aonopoly or aonopolypolyopsony* It is at the 
opposits end of pure eoapetition. Buyers or polyopsoaists 
.(S2)-
h«T« no approeiablo influone* over prieo* They ar« 
h«»lplei8« They have to aeeept or reject the eonroodiiy 
at the prlee fixed by the noaopoliat* Since there la 
only oae aeller^ the market deaaod curve for the product 
becoaea the deaaad curve of the firm* The Jemand faced 
by the firai ia the amraation of the tndlvidual buyer** 
deaaad curves* It la a true denaad curve, one to vblch 
the monopolist eaa adjast his boh-iviour without feariao 
any reaction froa the side of the buyera* 
The noaopoliat can pursue au indopendent priee 
policy laainiy because he sells a product viiieh la not 
related closely to aay other product* The aij^ rctjate 
deaaad curve of the monopolist is downward sloping alaee 
fev upward sloping denand curves are uaually awaaped In 
the aggregate* Negative ahifts by 9tmo buyers are very 
often offset by positive shifts bv others* It is 
genorally claiaed that a aonopollst quite often faces a 
deaaad curve which has a considornble inelasticity ia 
the relevant range* This view aesuaes similar inelasticity 
on the part of the individual buyer's demand too which 
aay not be true* There seems to be no valid reason to 
believe that the deaand for the goods that are aoaopoli* 
•ed la less elastic than the deaand for those goods that 
are sold under non«aonopollsed situation* v>uite elastic 
deaand curve is as likely as quite inelastic one* If 
-(53)-
Ihe doaaaJ is elastic then In that ease iho nonopollst 
•hall havd to eboose a price with reference to the 
Intereeelloa of the naralnal cost and marolaal reventie 
enrtes* lie camot of course yaln aiucb by (Ixlny his 
price abofo the level Indicated by the interseetlon of 
the Giarglnal cost and av^raye cost curves* Nothino could 
be said with certainty about the position o£ the deaand 
eurve^ except that It Is prtsumably farther to the right 
thaa la eases where 'ew buyers are Involved* stability 
of position la sacb eases seems to be greater Ihaa lo 
the eases Involvlag only a few buyers* 
la pure competltlont there Is no dlRtlnctlon 
bctweea the average revenue and marginal revenue but It 
Is quite Important In case of eonopellel* Klnce the 
•lope of the aggregate demand curve for the nonopollst 
Is negative* the price received bv hits varies Inversely 
with the qaaatlty sold In tho n^rket, \vera<je revenue 
is BO more than the revenue p'3r unit or price but varies 
with the variations In the sales* Slallarly, the absolute 
ebaiige in total rcveane resnltlny trom a nalt ehange ia 
•ale la neither constant nor equal to price but differs 
for every qaaatlty* Consequently, laarginol revenae 
too does not reaaln eoastant* In ea»e» oi downward 
•loping denaad curve it is loss thun the price or the 
average revenue which is portrayed geonetrlcally in 
-(«4). 
Figaro- 8* 
F/cufiC 
D«y«rt HSder oionopoly hat* little eoatrol over 
• •Asodity apttelfieatitMis baaaas* the aearbj eompetltora 
aalliag tha elaaa aabatliutaa ara praetieally abaaat. 
A atreaa aoBapollai eaa av«a divide eaataaara lata 
alaaaaa and eharga dirrarani prieaa aeeardiag ta thalr 
diffarant elastleitlaa* Tha eastoaara ara aaparatad 
by tiaa» apaea and objaat* la vhataver «ay tbay ara 
dividady tha aaia criteria af diviaioa ia tha tlahl-
•aaa af tha iaaalati»a af on* aab^graap from aaathar 
aad tha dirfareaeaa ia their elaatieitiaa af daaaad* 
Saeh attb*dtviaioa ia aaaiar in caaa of eaaaMer Qoada 
ihaa ia prodaear goada beaaaaa of prlaa«-aoat diffaraa-
aea* If the iaelasiicity of demand ia coaaidorable 
aad the profit aargin of the aoaopoliat is hiyh^ the 
aoaauaera hate a teatieney to anlte^ bat in eoapariaoa 
to eollaaioa aaoag thenaelvea* political control ia 
aaaier* Meaopoliata aaaally beeoae weaker aot by the 
-(53)-
eollttttT* arrangeaieiiis aaoag the buyers but by tb« 
aegativo ahifts la da»and do* to increase In elasiieiiy« 
The subslsieaee of the sonopolietf ihereforOf depeads 
•pea the barriers to eatry such as legal, fiaaaelal, 
teehaolegicaly eairepreaearal, ete* These barriers to 
aev-eoaers usually break over tlae due to legal freedoa 
of eaterprisey diffusioa of teehaical Icaow-how, access 
to new fands and negative shifts in demand and finally 
weakea the aoaopoly and sonetiaes supplant it with 
oligopoly-polyopsoay* 
THE »Etf4WD CURVE UNOKK MQNO> OtY-MONOPSOWY 
The other variaats of aoaopoly aret aonopoly-
Boaepsony and aoaopely-oligopsoay* Uader aoaopoly-
Boaopsoayy the seller faces the marginal benefit curve 
of the consnaer- buyer or the aargtaal revenue prodaet 
curve of the producer-buyer^ bnt it is not a deaand 
carve to which the aoaopolist can adjust* Ceasuaer-
buyers sad producer-buyers can be separated because 
of their different aotivatioas* Coasuaer-buyers are 
aainly interested in masiaura satisfaction whereas the 
producer-buyers are interoatoU in aaxiaua profit* 
iieth types of buyers aeraally face negatively sloping 
deaand eurvesi coasuaer-buyers because of the law of 
diainishiag utility or diainishing marginal rate of 
subsiltutiou and producer-buyers because of the law of 
-(56)-
dialatshing r«itirBS« Theae eurv«i on ih« one hand are 
qnlie stable beeaitee of the abaeaee of the rival sellers 
but the abaeaee of more buyers also create instability. 
If the buyer wants any change In cotaraodity specif icati>a 
the fins may resist for the tine being but ultimately 
it has to yield to the pressure of the eionopsonisi* If 
the seller is financially and econonieally stronger 
thsa the bayer^ he can treat the marginal benefit curve 
or the margiaal rcveaae product curve a^ a detaand curve 
sad oaxiaise his profit by employing the mocbaales of 
marginal cost and marginal reveaao* The reverse would 
hsppen if the buyer is strouger thaa the seller* Mono* 
polist and the monopsonist may apply even porfeet price 
disoriminition to each othur or they may settle priee-
quantity matters through bargaioing* Hormally» each 
matters are decided by their relative strength or by 
applying some formula or with the help of the outside 
party. Ilonopoly«aonopsooy is a very instable aituatioa 
hence each party tries to reduee its depoodenoe apoa the 
other. The firms norraally try to cseape this aituatioa 
by promoting other eustomersy or merging with the buyer 
if he is prodneer or through seeking the government 
help in breaking the prodaeer-buyer into small firiM. 
-(97). 
Trn: mUXHi) CURfE DN^>I^ K MONOPQLY«»OtI0OPSOMY 
Vhen a nonopoltsi fae«s only a f«v buyers all of 
«hoM ar« sharp rivals of one another the situation Is 
knowi as aonopoly-ollgopsony. Slaee ea«h of the bnyers 
fases aM>re or leas a flat supply eurve at all revelint 
prleesf the market desaad can be derived by aogregatlng 
the Individual buyer deisand eurves* Such a curve would 
slope negatively and would hr^ ve elasticity greater than 
ose» la the relevant rasge* The position of the curve 
would generally be farther to the right thaa Is the ease 
of aonopollst-HBonopsonlst* Oeeause of the greater nuaber 
of buyers* this situation would be relatively more 
stable tbaa that of moaopsonlst and the firm would take 
ao aotiee of any one buyer regarding any alteration In 
eoBtiBOdlty speelfleatlon* Tbe monopolist may deal with 
the buyers separately^ if the demand curves of the 
individual buyers have different elastleitlea and they 
saa be Insulated from each other or he can even adopt 
product dlfferentl tion» at least superficially, In 
order to create ground for separnte nogotlations* 
Mosopolyoollgopsony ease would not be a very stable 
ease unless It Is backed by legal, institutional and 
snbjeetlve eoasidorations which eoanteruct the tenJeney 
to cheek eombination of the oligopsoniata lato a monop* 
soay or di;^ c^ottraae the separation of the oUgopsoaists 
«(88)» 
tote saf^ral independen t •oaopflonlstt* rii« iaiti«ttv« 
f»r aaeli ehano** eould oene •libar froa the side of the 
•onopollflt or th« oligopflonisis «r botti. 
DFUANI) SITUATION TACEP PY THK FIRM 
ONDER l|IONQPOLI;sTlC COMPHTITIOW 
Another iogleal sltantioQ coafrontod by the fira 
is aonopolistie or lap rfect c<HBpetitioa whloh refloete 
aa awareaeaa of anrkot sltnatioas aliero both aonopolla* 
tfto aad eompetltlte forces are prosenl* ti is assuaed 
that there are nany firaa la the industry eaeh of which 
la so small relative to the indOHtry that it has no 
fear of relaliatloo frcm the side of the other firas 
as a result of ehanges la Ita pr&ee aad output policy. 
It is also assamed that lis product is differeatiated 
la the sease thnt buyers do aot eoaslder other sellers* 
products as perfect substitutes for his ova. Despite 
the fact that each seller tries to create dlffereatlatloa 
through bread. aaae» paekaaiag* trade raark or locatioa^ 
the goods of all sellers are close sabstltotee and their 
cross elasticities of deaaod are high* Although a fira 
fears ao retaliation, its power to vary price is Halted 
besause of high price elasticity. \ay ehaage la prlcot 
therefore, eaases relatively larger chaago io output 
aot due to the reactloa of other firas bat boeriuse of 
the change in alleglaaee of the boyers* A small reduetloa 
-(89)-
In prfte* geacrally l«Bdt to « largor iii«r«a«« In oatput 
r«Xaclv« to tf a«al««a oatput of tlio flra* Hut this 
lacrcasa In output it aogltalble ia conpirlsoa to tlio 
total outpat of tho iudaatryt hanco» It provokaa ao 
rataliation. Ravama happana whaa tba prtea ia iaareaaad 
allahtly. Uaaopoly alaaiaat antara threagh pradaat 
diffaraatiatioa* Through aaeh diffaraatlailoa a maao-
pallst iaaraaaaa bia daaaad and aakas It laaa alantla* 
Tha daaaad earva far tba aoaopallatle eooipatlior la 
ralatlvalj oiare alastte thaa tha daraand eurva for tha 
tadaatry* Figaro- 6 dapiata tha aama* 
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Siaaa tha danaad oartra far tha Aoaopollstia 
eoapatitar paaaaasea a tary aaiall dowovard slope^ Ita 
Marginal ravaaaa aad avaraya ravaaaa ara diffareat* 
Marglaal raveaue is laaa thaa priea vhiab ia dapietad 
- . ( 6 0 ) -
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The •atrjr In ib« iadnatry whieli It aoaopaltst i* 
oal ly eompetlllT* i t r«latlv«l | ' • a s i e r , kaaea ae« firna 
• • i e r iho Indaalrj and prodnea the prodaot vbieli la a 
eioaa aabatilala of the axlatlag prodaeia* Thaj laajr aoi 
aal l tlia tdaalleal prodaet but daplleaia It aa eloaaljr 
aa paaallila* It la thla factor tbat aeeoanta for lb* 
blgb priaa alaatiaitjr of damaad for iho prodaot of tho 
ladlTldaal f l n i . 
THE DEyAND CURVE ONDtIB OLIGOPOLY 
( QLiq 'POLY-PQLYOPSONY } 
•bea tbore ar« oaijr a fav a o l l o r s oaob of vhoai 
a o l l a a eostisodlty in ao largo a proportion that aajr 
ebaaao In bla prieaooutpat po l i cy Is boand toeroato 
reta l ia t ion by hia rifala» tho ai iaat ioa la koean aa 
oligopoly or oligopoly-polyopaoay* fa thia altaatloB 
i t la goaerally aaaaaodi that tho bayora are ospootod 
- ( 61 ) -
i o do aoi i i loa about prlcof iuej are w l l l i a y to bay 
aeeording to the ir dmaaa4 ACheUules* The a«jur< i^J<io 
buyer de«A»id curfe t a e e i by th« o t i y o p o l i s l S f a» a 
groups Is siiared (uaong ihocaaelvos* Ttio s i t u t lon under 
o l igopo ly Is lu l t e f lu id* It Is eoodlt loned by the 
aetl0'3s and tbo react ions of the r i v a l firms while lay 
one r i ra »air expect a react ion <lae to i t s act ion or the 
r e a c t l a j JTIras may expect a re ict lon to the ir r e a c t l o a , 
there la are.tt uncertainty us t ' the Mrecise forsi and 
tho oxtent of sue act ions aad react ions* It depends 
upon so many fac tors such as the productl»n capaoityf 
f t a a n e l a l poeer* iHt*'ntl!?ns oC tiic r i v a l fireis e tc* 
Thcro Is (lo unique demnnd for the output of the monopolist; 
he nay see the deaiand for hiis oul;u.it In (ilffererit v»y», 
depcadiity urton h i s perceptioa* One such s i l u i t l t n i s 
IhU ho f icoH sojae custoaary pr ice at the abrupt bene! 
• r klnkf he expects that If he lowers h i s price^ h i s 
r i v a l s voald a l s o lower thoir nrloftS. la thl» c a s e , the 
demand curve for the o l i j o i i o l i s t ha- aa e l a s t i c i t y e'}ual 
to t b i t of the ajgroij ie deaand curve In ih >t r^aae* 
On the other haa*, he uxpocts that If he r a i s e s the 
p r i c e , h is r i v a l s would not r e t a l i a t e by rais l i iu the irs 
beeause taey have soae addi t iona l carif*clty or the ir 
Marginal c o s t s do ??ot r i s e rapi i ly j the dosaand curve 
s h a l l have rauch arc ^for o l . i s i t i c l ty in t.iai raogo. Thus 
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lo««rlttg the prle» would allow him to sharo la ih9 
Ineroaaed oalpui aold by all ilia flma at radaoad prica. 
Bat raisiao bia priea would reaalt a draatle radaetloa 
in aftlaa baeauae hla priea ineraaaa would not ba followad 
by hia aoapetltora and baaao ba would looaa aueb of bia 
eaataaars to bia rtvala. Tba kiakad da«aad earva ia 
dapietad gaoaetrieally in figwra* 8« 
y 
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For prleaa balaw tba kiakt tba ollgopaliat aipeeta 
oaly a aaall inaraaaa in total ravaaua aa a reaalt of 
tfaareaaea ia priea. Raace* for prlaaa balaw ibe kiak 
tba aargiaal ravoaaa ia rary low or avea aagntifa. Ma 
aapaata aiaeb larger daareaaaa in total roTanua due to 
laeraaaoa in priea above the cuatoaary priea, beaea be 
woald ba ralaetaat to adopt thia atap. Aaotber kind of 
babavioar ia tbat abown by tbe eurve DHG in Figure- 9. 
f^6u^£-9 tJuANT/ ry 
Aceerdiag to this bckattoitr ib« sftrl(«t aiiar* la 
approxl«ataly Balataiaatf baeauaa Iha rivala follow hia 
prieo rodttctioaa aa wall aa priea iaeraaaoa. Conaaqaontly* 
the alanileiiy of tha daaand eurva faead by iba oHgopo* 
llBt ia Yliaally iba ala tloiiy of iba agaruyuta earta 
at aach point iaulll< liod by tba pcreentnu* <>f ^^^ s^rkat 
anppllad by tba ollgopollat. Tbta altnatloa la plaaalbla 
oaly whan aaeb oligopollal oparataa eloaar to bla eioai 
profliabla oaipui aad nana of tbaa posoaaaaa aaoagb 
ability aad asbltloa to ehanga tha altnatloa. Bat a|oat 
vltb eartala atablllalag alaaaata» tbara ara eartala 
daatablllalag foreaa at aork vklcb aaalfaat thasaaltaa 
la a priaa «ar» prodaet diffaraatlatloa aad taelt or 
axpllelt eollualon. Tho lapaet of tboaa laflaeacoa oa 
tha daaaad earvo la qalta faToarabla* Tbay oaaaa a 
rigktaard ahlft^ alth laeroaalag alaatlelty for prieo 
doaraaaea and daeraaalng alaatlelty for prlea laeraaaaa. 
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THK t)8MAN» CUHVK UMDCR OLIGO OLY-ilOWOt'SOIliY 
A seller in an oligopoly-aonopeony aliuation faces 
a variety of demand condltioae depeading upon the oature 
• f each ease. \ie can (>resttrae that the laarginal benefit 
curve er the aiaroinal reveaae product curve of the 
aonopsonist has a aegatlve slope and our single buyer 
is passive is the wake of nanoeuv-rings by the oligepo-
li<«ts* In such siiuatioiif the probable deaaad curve 
faced by the single seller will be less elastic than 
the buyer's marginal benefit or m^trginal revenue product 
evrve. A measure of the elasticity of the denand curve 
faeed by the single seller is the elasticity of the 
Monopoonist's denand curve nultiplied by the per cent 
of total Hales made by the particular oligopolist* If 
a priee-ctttting oligopolist is not followed by other 
oligopolists then the elasticity of the denand curve 
faeed by such a seller is the sane as the elasticity of 
the denand curve faced by the buyer. Under these eondi-
tions» the price-cutting firm would experience a positive 
shift in the denand curve beeause of the shift in denand 
by the nonopsenist to the price cutting oligopolist. 
If he can expand bis capacity pcrnanently, the denand 
curve would move farther to the right. Out this state 
of affairs could seareely be considered probable beeause 
other oligopolists are not sapposed to sit idle in face 
-(65). 
of taeii •xpantloaiai efforiso Tte«j Bigiit try their 
beat te deter his expansionist efforts through price 
tiar» legal aotion» per^ ivasiott and social pressures* 
So far we have ai^svaed that our moBopsonist is a 
neek and passive buyer aad has no strong bargaining 
positioa. But if the buyer is strong^ such as the govern-
•ent and has a disposition to use his strong bargaining 
pesition^ he vould exploit bis pesiti! n to the best* 
After having estimated the marginal cost curves of the 
sellers be ean set a price which Ju^t covers the Marginal 
cost* In such situation the oligopolist would faee a 
horizontal doaaad curve is each period* If the aoaopso-
nist ean separate the sellers into tight comp'trtiaents 
he would explore the possibilities of discriminating 
aaong the oligortolists* Hut such efforts of tbe aoaop* 
sonisi are aosi likely to be aet by the coun t«^ractioas 
such as collusions and aergers* 
THi: })i MA.Mf) CURVK UKPi n OtlGOPOI.Y^iOl.lGOr'SONY 
The situation of digopoly-oligopsoay, where few 
sellers sell the eonvnodity to a few buyers^ is highly 
coaplex in view of the fact that each seller h:\» to 
take into considoratioa the reactions of his competitors 
as well as his reaction to tbeir actions* Siaili^rly, 
each buyer has to judge the actions of his rival buyers 
and tbeir reactions to his actions* Under tUese 
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•oadltloas •aeh olIaopollRi (and each ollgepsoaiat) 
eaaaoi raly aa aay damand eurte (or supply tarta) alaea 
it la tha prodaot of inaaaorablo aetlona aaU raaetioaa. 
Hoaaver, aana of the oara prabnbla patteraa of dataand 
eaa ba aagu^s^^d in the llyht of varioua behaviour 
pattaraa of the oliaopoltats. 
Oae aaeb aitaation ia that in which tha oligopoliel 
haa a good aaiimaia of the amount of the comoodiiiea 
tha bayera are villino to buy bat auch a demand eurte 
oaa at BMi«:t be a ayatbatie aggregate buyer demand curve 
aimply beeauae each buyer under those eonditi JUB doea 
aot faee a flat aapply eorfe. If the oliyopoliat feela 
thiit he can Ineraaaa hla profits by reducing the price 
and he alao aasumea that hia rivala will not reduce the 
price when he reduoea hiaf th ^ the alaatieity of the 
damaad earve Caeed by tbia firm would be equal to that 
•r the ayatbatie aggregate demand curve. If the oligo-
paliaty on the ether hand« feela thai if he lowera dowa 
hia price hia rivals weald alao retaliate by lowering 
theira» hia •la<<ticity of demnod ahull be equil to th^ it 
of the ayBthetie agyreoate demand multiplied by hla per 
eeat of the market* ilia demand curve would abift aega-
lively and have leaa elasticity. If he inerenuea the 
price but hla rivala do not follow him, he would in tbia 
eaae be la a danger of loosing hia ooatomera to hia rivala. 
Hia whole demaad eurve, t^erefore^ ahall be a kinked 
-(6T)-
<l««(ind cttrv*. If bis rivals follov bla, bolli In aaitcrs 
of pric« iacreasas and priea daeraasast ha aaald aova 
alaao tl>« eurva BKC aa daplelad la Fig«ra-10» and If 
tbaj follav bin in saitara of priea daereaaaa bat aol 
In eaaa of prlaa laereaaaa be would faea a daaiaad oarva 
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la eaaa of prlea var» axpaetailona regarding 
daaaad earvaa and tha aatiMataa of iba aiaatiailjr of 
tba dasand aarva ara notblag hut poor goaaaaa« Tbara 
lat bovavary anovgb raaaon to balieta that tha alopa 
of tho daaiaad ourTa aoald bo aagatlva. It la planalbla 
to aaaaao that oltgopolj vltb a heaogonoaa aoiusodltjr 
»oald havo a tandaaey to eaaaa aa oarljp aa paaalbia 
baoanaa of tho eotlaalon oa tho part of tho bajror aa 
wall aa aalloro* oilgopolj<H>llgopaony ean oaailj 
-(68). 
•r aoMopolj-^oaopaoBy. 
THE DgWAWD CURfK FACED BY 
THE PRICE DiSCgllilNATOB 
S» far «• hat* asaaaatf tliai ma ladlt idaal f ira 
haa oaly oaa tfaaiaad earva aad i t aalla i ta proaaei ia 
a aiagia aafraoaaaiad aarkat aad raeaivaa a aiagla 
priea. iMplielt ly va hava aaaiuaad thai a l l iha eaaioaiara 
ara haaiagaaaaaa but la praetiea va abaarva ibat a aallar 
varj afiaa dlfltlRgniabaa betvaaa bayara aad bayara aad 
ebargaa diffaraat priaaa fraai tbaa* la aaeb eaaaa» tba 
ia ta l daaaad earva of iha aa l l er la ditidad la io a aaaibar 
a aaparala daaiaad earvaa eorraapoadlag la tha dlffarent 
elaaaaa of eaaiataara. o f f faraal l ' t lon oeeara beeaaaa of 
dlffaraaaaa in tba raspaaiiva priea a l a a l l e i i i a a of 
dasaad or baaaaaa of dlffaraaaaa in gaograpbleal laea-
t toa . Figaro- II abova tba twa daaiaad earvaa la tba 
tva aab^taarkata ia vbiab tba prlaa a l a a l l a l l l a a af damaad 
% ara dtffaroat. 
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A«t«i l»0 Ilia «e«i of prodttcllon i« b« tb« san* , 
iha q a a a i i i y NU la dtvldad la aaeh a way U a i qaant i ty 
Oti la aald la llie aarkat ^ at pr iea P. and tha qaaa i l ty 
ON ia aold ta iha market B at prioa P j * A r a t i o n a l 
pr tea d l a e r l a i a a t a r a l loeataa bia aapply to d i f f a r a a t 
• a r k a t a la aaeh a way tkat Iha marglftal rataaaa ka 
ak ia taa ia aa«a f ro« aaeh «al»-«arkat daapl ia the fac t 
that ha akargaa d t f f a r a a t priaaa to aecoaipllah hia 
• b j a c i i t a . 
TWK DKIIAHD CU8¥ES Of T«E 
PROPgCSR OF JOINT PSOPttttS 
I t la a day«>to«day axparlaaea tha i most of tha 
f l r « a pradaea aora than os« predaet, tha eoat of which 
l a gaaara l ly l a t a r - r a l a t e d « in aany eaaaa they are 
pradaaed la f l i e d propertloa and the cost of prodaaiaa 
aaa eoc^nadity aaaal ly dapeada apoa the prodaetioa af 
ike ether predaet whiek tha f i r * pradaeea al«tt l iaaaaaaly« 
K loara* 12 l U a a t r a t a a tha aaae of j o U t product or jo i t t t 
eoat la which the two prodaeiot a iaer aad hlde» are 
produaed la a f i xed proportion of one to one* 
fioon-t't-x. 
MIT 
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SUer and hidt both aro prodnead Joiatly. Thejr 
ar« ttoraally sold in two diffarant sub-aarkeis at 
dtffaraat prieta« A decision to prodnoo eartain aaonat 
of stoar ia also a deeiaioa to prodaeo a dofiaite aaount 
of Hide* althougli a daeieioia to aoll one doea not nooo-
aaarily aoaa a doeiai>a to toll tho other. The above 
fl^are aho«a the roapeetive deaianda D|aad D^ for the 
by-prodact aa well aa for the aain prodnet. Sinoe both 
of thoa are prodaood ia a fixed proportion of one ia to 
OBOt the horizontal asia ia exproaaed in eoapoaite aaits 
•aeh aa one nait ropresenta one steer with one hide and 
t«o anita two ateera with two hidea, and ao oa« If the 
fira deeidea to sell oy ateera with hideot the price for 
hidea woald be yp. and for ateers UP^* AfIT, the vertical 
aggregaiioa of the two prieea UP. asd UPj woald eonati-
tttte the average reveaae for OU ateera and hides* In 
the caae of Joint product, it can be safely established 
that the fira has aore than one demand curvot and average 
17 
revenne ia not eqaal to a single prlee* 
PRODOCBaS' AWD CONSlftlF.gS* GOODS 
For purposes of analysing deaandt prodnota and 
serviees are uannlly olassified in two sub-groupsi 
!• Prodttoertand 2* Conanaer gooda and aervieea. 
17, Uaxwelly David Wt Price Theory and Applieationa ia 
Bnaiaeaa Adainiair>itioa| Pacific Paliaabes* 19 0tP*92< 
rodiie«r goods (or eapital goods) arc those prodoets 
or serticos vbieti are asod la the produetioin of other 
products or serTiees* vhereas consomor goods are Ihoao 
proittcts or sertieos which aro nsed by the people for 
tboir personal satisfaction* 
Since the distiactloa Is based In terss of use, 
•any prodaets and Horvices mny be eliglDlc for both 
classifications, Tbus a ear is a consuaier good in tbe 
bands of a faaily but it beeonos a producer good when 
It Is used by a firia for trans^^orting sa >pl«8« etc. For 
soae of the Iteaa the end use is not known at the tlaie 
of prodaetio^y hence it Makes the accurate division 
between produeer and eonsaaer goods diffieult. ilat for 
•ost of the items such as food, clothlnot shelter* 
furaltarOf off lee eqitipBenlf faetorles* automobiles, 
aaehinery and olailar items, the dominant end use Is 
clear* Joel Uean has given three reasons for dIstinetlTe 
dtmind behaviour for prodoeers* goods: "(1) buyers are 
professionals, and hence aore expert, prleoo«rise and 
sensitive to substitutes; (2) their laollves are laore 
purely ecoaoaici products are bought, not for themselves 
alone, but for their profit prospects; and (3) demand, 
being derived fro!a consumption deaand, fluctuates 
differently and generally aore violently*** But he aais-
tains th t such a di;ttnctloo is on exaggeration beoause 
- ( T 2 ) -
tn ibo f i r s i pla«« ibe d i s t i n c t i o n Is Hascd on who buju 
and why which io faziy* Secondly» Ihoro aro «any i a e i » 
donial neoda in evory busiooas thai aro not worth the 
e o a i of a e i e n i i f i e pMrehaae planning and f i n a l l y the 
knaan eleaieni in bnaineas pnrchaaing ia badly nnder-
rated* The raotivati ns of conaa»er*b!;yera and producer*-
bvyera are d i f f erent* CoRsoQier-bayera try to maxiaiae 
the i r a a t i s f a e t i o a froa the uae of their eeonoaic 
resources ; prouacerobuyers try to a a i i a i a e the i r p r o f i t s 
ia terms of aoney* 
Doth conatiaer-bttyore and produoer-boyers faeo 
notf i i t i fe l j e loping dMiand curves ; conswaer-^iiityers beeauao 
of diaift ishlng marginal rate of sabatltttt iot i and prodtieer* 
bayera beeause of the d ia in i sh ing ai^.rginal phys ica l 
retarna* Host of the cooaBaer-bayera face her ixoata i 
•upply car fe s i hence aygregation of their deaand eurfoe 
ia posaiblOf bat i t l e not l e g l i i n a t e to do the saao in 
ease of producer-bnyera because they are mach l e a s l i k e l y 
to faeo horiaontal enppl^ carves* 
0ES?|yg8l m.M\^0 A»D AUTONOMOUS DJ MAND 
Vihen the detasmd i'or jooda md aervieeii la so linked 
that the deaand for a particular product or service ia a 
fnnction of the deaand far another product dr scrvicot 
the deaand froa the foracr is said to be derived froa the 
-(T3)-
latter. Thutf th« <l«a«ttd for eonstruetion laboar !• 
«t«ally (terlftd from tb« deaand for houses, factory 
bMildiaga, apartaont buildingR, etc* Somotioios Itio 
produets are conpoaetit part and are uaod together auch 
aa ear and i>elrol» Mhirt and tloy shavlog creaat and 
rator bladea» they are ealled eompeloaeatarj* eihen two 
or more prodveta aerve eaaeatially fhe saae purpoae, 
aaeh as tea and coffee, rlee and wheat» thej are oooai** 
dereU as subatltutes. In aodera civilisation either the 
aec of one product generally preclndes the uae of the 
others or the ase of one is aecoapanied by the use of 
the others* It is difficult to find a product vhose 
demand i& wholly indapondent of all others. The lino 
distingaishing betwaen autoBonoaa and derived donand, 
therefore, is quite hasy. 
Derived deniands are asually less elaaiio than 
autononoaa demands espeeially in those easen where the 
cost of corapouento used is little in comparison to the 
eost of tbo parent goods. For esaaple the demauU for 
paints for colouring the cars is quite inealimtic since 
a large pereeatage change in the price of paints will 
have little impact on the total cost of production. As 
againat tbist if the demand for final products inereasesf 
the dwnand for producer's goods may increase laore rapidly 
beaause of the principle of intensified fluctuations in 
-(T4)-
dorlv«d itftaand vblch •tates that "the clemand for Inerea-
••d eapaoiijr l9 llkoly to be large in ratio to the 
ner«al replacement demand•** 
The deaaad for aost of the coaeumer goods to 
geaerally autoaoaoue but the dc*aand for producer** goods 
ie always derived beoaase these goods are not used for 
their own sakei they are ased for the production of 
other goods aad sertiees* Sooie deaands cannot be separa-
ted from the pareat goods either because they have onlv 
oae use aad their proportion to (he final goods is fixed 
such as television antennas or because they are used in 
variable proportions and iboir use is not llaited to only 
oae parent product such as electric aoiors and suipharie 
aeid which are utilised in thousands of parent uses. The 
concept of derived deisand ran be usefully eiaployed to 
facilitate foreooKting prtieularly in those cases where 
the proportions of the two products are staSile and there 
is a definite tiae lead in the demand ior riiial products* 
DURABLE \NU !<0?l-lJl gABLK GOOUS 
Uarability of goods exert a aore poverfai influence 
on the elasticity and volatility of denand ihaa goods 
that are aon-durable beeause of storability aad posipoa-
obility ef replaeeaeat* Coasnaption of aoa-durables 
provide one-a'iot service vberens the durables are coaauaed 
over several years* Demand for nan-Uurabies 1trgely 
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d«p«ii<l «pon stjlAf e*af«ai«iie« aad Ineoae* It !• 
govaraed baaleallj by prevailing eoadllioaa* As agaimt 
thla^ tba daaaatf for darablaa ia a darivad daaaad. Theaa 
0aada ara aoatljr baugbi far rttiara» baaoa axpaetatlona 
ptay a daataant rale* Expeatailona reoarding sborlagaa 
exert sore initaenee than thaae eoacarnin<j price obaaaee* 
Oeaiaiaa regarding tbe purehaaea af darablea ia viewed 
ia tbe ligbt of aaiaieaance and eperatiog cost ia rela-
tiaa to fttiare iaeoae, Tbe deaaad for dnrablea^ tbere-
fore^ depead aot oaly U>>OB praaent pricaat and preaeat 
laeoaea but alao upon the current treadat tbe etate of 
optlaiast tbe rate of obaoleaeaaee and tbe improveiaent 
ia tbe product deaigaa* Denand for durable gooda ia 
oiore volatile* It ia bjrper-aeaaitive to aaiall chaagaa 
baaaaae current output aatinfiea oaly a aaall fraction of 
total earrant doaattd. 
Storabilitj and poatponability aru the two peculiar 
ebaracteriatiea of tbeae gooda* FTxpaaaion or eootractioa 
of ioventoriea dariag booaa aad reeeaaioaa la taade poaeible 
due to tbeir atorability. Tbe atorability nlao affeet 
tbe ahort-rua price elaatieity beeauae daring temparary 
fall ia prieaa buyera tend to build up inventoriaa and 
reduce tbea vbea tbe pricea riae* Siallarlyy during 
recoaaion, people aoraally poatpoae tbe re laeanent of 
durables bat during the i» rtoda of expected abortagea 
lli«7 •ab«Btt« Ihetr r«plM«a«ni dcnaad* In nialt«rs of 
r«pla««aeBt of dttrablo phjoleal dotorloratlon i s not «o 
• ignlf ioant* I t to lb* toehnologleal uphoatal that 
prodaeoa a blast of obsoloseoneo and play a dOMlnanI 
rolo la doaiaad as oa taportaat roplaoomont datomlaanU 
LOWG^HUN AND SHORT^RCTJ DEMAWO 
Altbougb tho l ine dividing tbe long-raa and short-
rao dMiaad la batj» yi tbe dist inet lon i s qaite naefal 
for aaaj parposoa* Nornallj abort-ran denaad means the 
doaaad tbat ex i s t s at a point of tiae with i ta immediate 
reaetioa to ebaagoa in price and ineome* Long-run 
deaaadf oa tbe otber band» a iga i f i e s the deiaand tb>^ t wil l 
a l l l a a t e l j e i i a t over a period of tiae aa a reault of 
the ebaages in priee, proaotion^ eoapetitioii and produet 
iaproveaentf etc* Oeaand e l a s t i c i t y also raries with 
reforenee to time* The nhort-run e l a s t i e i i y of iadaatry 
doaaad i s generally l ess than loag-rnn e l a s t i c i t y * But 
i f tbe ebaages in prieo are temporary or are expeeted to 
be temporary the sriort-ran e l a s t i c i t y aay be high instead 
of being loe* la such s i tuat ions the eoasoffiors postpone 
their pttrehaees vhen prices increase and do tbe opposite 
when they deerease. Here «e have avoided tibe e l a s t i c i t y 
of expectations becaase tbe effect of probable ebaages in 
price on expectations are aoraally tbe oppo i t e of tbat 
Jaat discasoed* 
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Tli« oosi laportaai faotori thai er«ato differene* 
b«i«««s 8hori*rtia and long-run daaand aroi ( l ) Caltnral 
lags In iaforoiatton and exparleae*"! and (2) "capital 
Inventannis roqnirad bjr buyers to shi f t eontiuaptloa 
pattoras* ** Coaswaers are caoistly stleky In their eon* 
saaptiott habitat i t takes t iae for tbea to adjust to new 
s i inat ioQ. Besides this» i t takes t iae to finaaee tbe 
pnrehases of ae« eqaipaeat that la needed to use tbe 
eoaaodity the priee of which has undergone a change* 
For exaapIOf tbe fu l l adrantage of reduction in the 
rates of petrol wi l l not be f e l t until consaaers hate 
had OBOuiih t iae to bojr soooters« earSf etc* 
IMOUSTBY Dt-UASJD AND THE DI'M^ND 
9r w ^^Hn^^^h rim 
The demand curve of tbe individual fira Is not 
related la siaple way to industry or aarket deaaad carve. 
It is a distorlioa of tbe industry eurve^ tbe extent of 
which depends upon the coapetitive relatioaship of oao 
seller to others of tbe same good or closely related 
aood. The extent of distortion is reflected In the 
difference between the elasticities of the two doaaad 
carves* In the case of aooopolistt since there is only 
one seller, the industry and tbe fira demand curves 
coincide* There is no distortion sad tbe two elastici-
ties are the saae* l}e8ide9..4MirrHbore is no rivalry 
I .^ „\7..fe3,.... d 
b«tv««ii th« compeitng firna henc« the firm caa parsue 
ftB lBd«pettd*Bt prle« and output policy* Paradoxieally 
output of tho firn is oo s«all tbat it haa ao approoi* 
ablo offoet apon prieo« tbe difforenco betwton two 
olaaiieiitoa is infioito and the distortion is comploto. 
Thoro is no sonoo of rivalry amono firais and ttio iadivi-
daai fim ean, b«t will aot» pursuo an indopeadent prico 
policy. In boiwoon iheao two oxiroaoa tboro will bo 
fiaito difforoneoa beiwooa tbe two elaatieitieot tho 
iudividaal fim'a demand eurvo woald abow gireater price 
elaatieity tban that of tbe induatry* Tbe irirm will 
faee rivalry and, bence« would not be able to pursue an 
iBdepeadent priee policy* Thtts» the aaonitude of tbe 
difference ia two olaatieiliee ia a nice iadieator of tbe 
degree of eempetitioa among tbe firms eompeting tbe 
iadasiry. 
So far we bave studied only tbe priee qaantity 
relatiooahip wbieb ia aattally portrayed as a demand 
•ebedalOf bat tbie relatioaabip is not as iwtportant as 
•a analysis of tbe factors tbat cause sbifts in tbe 
demand fanction and are related to several variables 
Sttcb as ineomot price* sales promotion and prodnet 
Improvement* Tbe level and distribution of income* tbe 
volame of sales and tbe qnantiiy and ciaality of adver-
tisement also determine the shape* location and stability 
- ( T 9 ) -
• f tf«aaiid •arT«s« la attKljriBa tlie affeet aiT ihaaa 
foraaa, Induslry daaaad raqairaa a dtfTarani ffraaavark 
af analyala from flra*s dMiaad* Sial larly* naBag««ani 
alaa dlstingaiahaa batwaan daaaad fiactaatioaa and long* 
ran iraada and total taarltet varaua narkat aaoaaata* 
For aaay •aaagarial prablaaa» tha stady of iha tlma-
pattaraa of daaana bafiavloar la highly aaaantial* fora* 
eaaiittg tha brlof tiaa pattarna anooaatara no aariaaa 
problana bat the projaatiag of tong^tam traada doaa 
areata intrigaing d l f f l e a l t i a a . Tha diffaraaaa ia bath 
la aaalogoaa ta a dist inct ion batvean baalnaaa flaetuao 
tioaa aad sacalar aeoaoaic growth. For the yaar-to-yaar 
ahangaa» ahifta ia taataat taehaalogy aad vay of Ufa 
are praaaaiad eonataat* The prablaa la fiawad with 
raferanea to ehaagaa la a faw atratagie variablaa aaeh 
aa ineoaa, baaiaaaa ae t iv i ty aad the priea diffarentiala* 
Prograaaiing of the fira*a parchaaiagy prodoctiony 
badgatingy laveatory an^ aaah plana are aeually baaad 
an foraaatta of year-to-year awinga ia deaaad* Aa against 
thiat the lang«raage Irenda involve baaio ebanges in the 
framework and help in planning inveaiaenta amd other 
a l a i l i r leng-tera cooMaitaents* They arc spoeuldtive ia 
nalnre beeaaao of higher aneertainty which iit farther 
aeeaalaatad by expaaalon plana of rlvala and by riaka of 
obaoleaeeaee ot prodacte and aethoda* 
- ( 8 0 ) -
D«aa»d tor a product i s not only s tudied with 
referenee to t o t a l market but a l so bjr d iv id ing i t into 
dirroruat aoymdiiitB* Hooe problems* suoli aa sa l e^ foro— 
o a s t i a y , are analysed in the eontos t of t o t a l aaricet 
while others eoaeerninj pric iny* proaotiunal aaU d i s t r i -
but ioaal chaaaols* ete*^ are s tudied wiiii rererence to 
geographic areaa^ slise of cusfotaors and commodity 
groupiiius* Deiaciud iuter—rolai ious ol* murkot aegaients 
are d t r r i c u l t sthen tbe^e sub«-aiarkotti3 dirt'er very nuob 
in tersis or net p r o f i t oiaraiast s u u s l i t u t e s , eoiapeti t i >&* 
seasonal patterns and c y c l i c a l s e n s i t i v i t y * \ broad-
eoterage detaaad fuactiou including a whole l i n e of 
proauot.4 i s soa«)tiaes more r e l i a b l e than foreeas t ing of 
a s i n g l e product in a s i n g l e mirket« Uroad«»niDg of the 
eoverage of the products makes empirical a n a l y s i s 
e a s i e r bat i t i s aanager ia l ly l e s s useful* A narrow 
eoaoept of product general ly protes useful* For a a n i -
pulat ing p r i e e s t product and proaotion with a view to 
i aerease s a l e s compet i t ive ly^ a segnent eonoept of deaand 
proves moeo useful and r e l i a b l e than a product coaeep l . 
H^Apyp ^  n 
ELASTICITY OF DBUMVD 
So far v« have datertbed that larger qaaaitties 
briaa Ittver prlees or at lover prieee aore l« bonghi 
but we have not abova aaeb aore or leaa will be boagbtt 
a great deal or i«at a little* For aany praetioal 
parpoaeot ^ buelaeeaman la less Interested la the 
aetaal qnantity aeld at any price tbaa ia what effeet 
a ehange in prlee elll have oa the reveone that be 
reeelvee* To anaver tbeae queatioae* we aahe ase of the 
eoaeept of elaatieity of deaand* 
The eoaeept of elaatieltjr of deaaad playa a aigai* 
fieaet role la priee and dietribatloa theory* It la the 
beet-kaova eoaeept la dealing with the probleaa of deaand 
aeaaareaent* Alfred Marshall waa the pioneor eeoaoaist 
to give a elear foraalatioa of priee elaaticity of deaaad* 
Siaee then aaay epeeifie typea of elaatieitiea aueh aa 
iaeoae elaetieity^ eroaa elastieity« share olasiieityt 
advertising elasticity and the elastiolty of priee 
expeetatlona, ete*^  have been introduced In the literature 
of eeoaeaiea eapoeially in the field of deannd, eosts» 
-02)-
prie«« and prodactloa« "J*M« Clark liaa poliitad oat 
thai ihaaa alaatlelty coaoapia naod to ba broadaaad» 
bovavart to laelada as tarlablaa the affaetci of aalaa 
proaoiion aad of phyaieal prodaet* He also baa indlea* 
tad that alaatlelty aajr inelada obatigaa la tba aarola 
abtaiaad by tha aallar» as wall aa la tba total revtmna 
reeelTed«<* Slaeo tbasa aoaeepia are eraclal for 
•aaaoarlal aeonoalcBy aa analyaia of varloas faetora 
affoctlag Interpreiatloa aad aaaaareoient of elasticity 
would be of taacb uae for deelaion making* 
Elasticity la a geaoral ooaeopt. It i» not apeel* 
flc to eoonoalea* It say be defined aa the ratio of 
relatlfo ehaagea la the valuea of t90 functionally related 
tarlablea* Theae ebantjea are uauaily expreaeed aa per-
eeatagee t^eeaaaa sttch pereeatayea are Independeot of the 
aalta la wblcb the valuea of ibe varlablea are expreaaed 
and help ia the cot^ iparlaon of varloua elaatlcltlea with 
differeat tine intervale* Let ua eoaalder the faoctlon 
y a f(x)t a^leb aay repreaeat a produetloa fanetloay a 
desond fnactloo or any funotlonal relQtloaahlpy aaeh 
that a I per eeat Inereaee la the *x* variable la aecom-
paaleJ by a 2 por ceat loereaae la the *y* variable and 
vlee veraa* In thla ease the elai^tlelty of *y* with 
reaped to *x* la aald to be «-2» that la 2/l<l}0 i 1/100«3» 
1* lasaea, C«Ri op«elt«tP*OS« 
-(83)-
Blasileliy, ih«retor«f la th« relative ehaaoe ta the 
depeadeai variable divided bjr the relative ctbange in the 
iadependeai varinble* It hae been the praeiiee ia 
eeoBoaiea lo ahow qaantiiy oa x-aiia and prlee on the 
y-axia* ae that the elaatiflltjr ef deaaad vith reapeet 
te price calculated by placing tbe y variable ia the 
deaeailnator and x variable ia the ameralor* More 
precieely* price elasticity of deaaad ia a meaaure ef 
the ratie of a relative ehaage in quantity io a relative 
ehaage in price* Tbe reciprocal of price elasticity of 
deaaad ia knova ao price flexibility vhich cixpreaaea 
tbe elaaticity ef price with reapeet to changes la the 
qaantity of tbe coaaedity* The co-efficieat of elaati-
city of deaand ia a pure anaber* It atanda by itaelf 
and la indepeadent of unlta of aeaaareaent* Since deaaad 
carve ia negatively aloped« the algebraic aeaaare of 
elasticity is alvaya negative^ bat these aigas are aaaally 
ignored* It ia fairly OOWBOB practice to speak in teras 
of positive valaea* 
five categories ef elaaticity of deaand aay be 
diatingaiahedt the first tee are Hailing eaaesi the 
third is alao rather aalikely^ bat atill coatoeivablef 
urbereaa the foarth and the fifth are real* 
1* Perfectly elastic demand (e«QO) repreaented 
diagraaatieally by a horizontal atralght Hae OD. ia 
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f lg i i r« 1(a) la » a l inat lot t where no redaei ioa la pr ice 
l a aeeded to caaae aa Increase In deaandf or vbere aa 
laereaae la prlee^ hevever aaiali^ eaaaea demaad ie eeaae 
e a i l r e l j r . Alihough thia eaae la un l ike ly In p r a c t i c e , 
Biaaj r i m a «i<ich deal In aiaadardlsed a g r l e a l t a r a l eem.'»e< 
d l i l e e er operate aader pare eeapot l t ioa face aeaietklag 
l i k e a per fec t l y e l a a t l c deaaadt I f they luoreaae tke t r 
prlcCf ae eae w i l l b y f r e a tbeai I f they decreaee the i r 
prlee» they w i l l a t t r a c t the vhele deaaad whiich they 
voald he aaable te a a t l a f y . 
P . 
f IC.VKl I (-) 
3, 
fr ^^ i-^ciL y Ci.A?7h: /•AA/A'V>f,7 -Q 
2« Abaoltttely laelastle deaasd (e«0) where regardleaa 
ef chaaaa la price, there la ae ehaage In quantity 
deaaaded* Such a deaaad carve «ay be diagraaiitleal ly 
repreaeated aa a vertical atralght Itae ae 00. In figure 
1(h). ThIa caae la aeet uallkely, but It la peaalble to 
coBcelve la a very prialtlve aeelety with eae ataple feed, 
.(8S)-
«b«r« th« daaand for ih« food romataa eoaataitii ovor a 
vory vido rnago of prleoa* 
3« Ottitarjr olasllolly of doaiand (o-l) vhoro a givoa 
proportloaato ehaago la prloo oaaaoa aa oqaal properlloaaio 
ohaago in qaaatiij dMiaadod* For every ehaago in prieo* 
total rovoaae reaaiaa eoaaiaat* Tliia earv* nay bo ropro* 
aoatod diagraaaiiGally aa a reetaagalar hyperbola ao In 
figare l(e}* Thia ease la eoaeelvable ta real life but 
•till it ia iMprobable. 
P 
1^/ 
f.K,c'<£ •' (f-) 
X' 
O 6? 
^ ^ ( 7 AiC V f.j. A r(i. ' t y 
I.I >",,\No 
Jt-
4. Relatively olaatie doaaad (e>1<00) ohore a change 
in prtoe oaaaoa a aore than proportion to ehaago in quanti-
ty doMaadod. The ahape of relatively olaatie deaand curve 
haa beoa reproHoated by a relatively flat curve DD. ia 
figure 1(d). Thie typo of doaaad enrvo ia qaito poaelblo. 
lioat of the eo«>oalled luiury gooda fall in this category. 
5. R«laltv«ly la«last le dMiaad ( • > 0 < l ) «k«r0 a 
ehaag* In prt«e eaaa** a laaa than praporllonata ehang* 
la qnaatliy tfamandad. Thia ailttatloa ia fonad In eaaa 
of ao*eall«d naceaatitoa and eaa be rapraaantad dlagra* 
aa t lea l ly aa a ralat i fal j r ataap earta aa DO. ia f lgara 
1 ( a ) . 
F 
P 
t> 
fcLA5>T »C 
fiiou^e -f (^) 
k.f:Li\-i ivtty 
•Si o ^ 
Tha ralatioaahip beiaaaa a last le i ty af daaaad aad 
Ilia r in t *a t a i a l revaaaa eaa ba axpraaaad aa fo l laaa i 
Kffaat 
•f 
Riaa ia 
priaa 
Fall ia 
priaa 
Blaaliaity 
laaa tliaa 
ttiity 
(a ^ I) 
fatal reva«» 
ana iaeraa-> 
aaa 
fatal rava-
aaa daarea-
aaa 
unit 
Kiaati* 
eitr 
(a-ll 
fatal 
ra?aaaa 
eonataal 
fatal 
ravaana 
eoaataat 
eiaatiaiiy 
araatar 
tbaa uBiiy 
(a > 1) 
fatal rava-
ava daerea-
aaa 
fatal raia-
ana ioeraa-
aaa 
Parfaatly 
iaalaatia 
<• - 0) 
Riaa in total 
revaaaa ia 
proportional 
ia riaa in 
priaa* 
Pall in total 
rataaaa ia 
proportioaai 
to fall ia 
priea* 
-(87)-
St»e« prie« •Iftsticlij of d«aaiid it & mtasure of 
the rolatlfo roBpontlvontis of qaanllljr donandod to 
prteoi it (>rofido« iuforaiaiioa eoneoming total oxpoadl-
ttirosaado by tko ooasaaor os ttio group of tho eeosusora* 
If tho total oxpondlturo la invoraoly rolatod to prioo, 
tho deaasd ia said to bo olastie booaaao ia oaao of 
olaatieity groator than onity» tho relative ehango in 
qnantity ie groator than tho relative ehaage in prieo» 
hoace qaaatity doouinded roapoada aoro thaa propertloaa-
tely to tho vartatioaa la priee so that total expeadi-
tare ineroaaea vith the deereaae in priee and deoroaaea 
if priee ia raiaed, Siaiilarlyt if olaatieity ia leaa 
thaa wiity^ total roYoaao ia diroetly related to prioei 
it iaereaaea with iaerease ia priee aad doereaaee with 
deereaae in priee* Bat if the olaatieity of dMiaad ia 
anity^ the chaagoe ia priee briag ao ehaage ia total 
•xpeadiiarei it roMoiaa aoae at every priee* 
Thia relalioaahip eaa also be expreaaed aathMUi. 
2 
tieaily* If P « priee aad q « qaaatity parehaaed, 
thea pq « total expeadituro* If pq ie iaereaaiag or 
deareaaiag aa q iaereaaea or doereaaeei 
d(pa) V 
•3q > 
p • q -3*- > 0, 
3* Maxwell, David wi Priee Theory aad Applieutioaa ia 
naeiaeaa Adaiiaiatratioa (Paeifie PaliaadeaiGoodyoar» 
1970),P.9S. 
. ( « « ) • 
Slatlsirlyt If pq le deereaalng or increasing with 
«n increase or decrease in q* 
dq 
And if pq reaaias eoastant as q iaereasos or 
deeroaaeSf 
• - - t f "> a 
la praeiiee, it is dlffieitlt to dotoraine •lasticity 
of deaaad through tbis nethod beeaase aoiae other factors 
aay also affeet deaaad simaltaneously as the priee changes^ 
The eoaeept of elasticity of demaad is closely related 
to aargiaal reteaae* If »e kaov the elasticity of deaand 
aad priee we eaa eonpate the aargiaal reveaae. A geaeral 
foraala shoving the relationship betveea elastieity of 
deaaad aad aargiaal rovenae ist 
MR - P ( I- -4- ) 
where MR « Margiaal refeaae 
p • prie«f aad 
B * the elastieity of deaaad 
- { d 9 ) -
It i t el««r froa tii« ab«v« foraala ihat i f th« 
d(Mi«ad has m i l • lat i i« i i ]r» aaroiaal retaaot la sara, 
baeaaaa eliaagaa la priea briag ao ehaaaa la total 
ravaaaa* Bat tf tha daaaad ta parfaetij a las t ie» the 
•argiaal rataaua la just aqaal to tba prlaa* !$iaillarly, 
wbaa dattaad la ataat ie aaroiaal ravaaaa la poal t l ta and 
abara iaalaat le i t ia oaaatlTa» Uargiaal revaaaa aad 
a l a a t i e i t j of daaaad bava baan sboav In figaira 2(a) 
aad aargiaal ravaaaa, avaraga ravaaua aad alnatieitjr 
of daaiaad bava beaa portrajrad la figara 2(b)« 
1 
o A 
So far «a bava portrayad a l a a t i e i t j aad laa laat i* 
e l t y of da«aad throagb tmm^ ralo«»of-thttMb ela»aaa« la 
f igara- 1» «• bava aboaa an a laat ie dMtaad throagb a 
• urf vbleb ia ra la t ive l f l a t , aboraaa Ualai»tie» aalt 
alaatlOf parfaetly alaat ie aad parfoetljr iaalaatia daaaad 
earvcs hate been shown with the help of r c l a l i t e l j 
• teei> eurve, reoiangalar hyf)erbol8 and borlcoiiial aad 
f e r t i e a l l ines respeet lve ly . It ls» of coarsot eonve* 
Bleat to express the e l a s t i o l t i e s In terss or rive types 
of deeiand curves bat i t should be rocognlsed that the 
e l a s t l o i t y of deaand i s different at each part of the 
deaand earvet the only ease in which e l a s t i o i i y of denand 
i s eoBstaat at each part of the carte i s iitiat of reetan-
galar hjperbola where e » !• Henee^ one e l a c t i e i t y 
ta int eaanoi snff iee to eharactoriKO tho entire ourte. 
The f i r s t point that eaa be aade in this eonneotion i s 
that to portray ela t io and ine las t i c dmaand curto 
ihrongh a f la t curte or a steep eurte i s a nethod aecurate 
enough for sons purposes but not for others• If an 
' eeonoaic s i tnation needs close tudy^ elope turns out 
to be a wrong ffleasure. E las t i c i ty i s not the slope of 
the deaand eurte. Although demand DD. in f igure- 3(a) 
possesea only one slopei i t has differo^t e l a s t i c i t i e s 
at etery point* Siail-^rlyf figure* 3(b) i l l u s t r a t e s a 
deaand curte trhieb has unitary e l a s t i e i t y throughout 
3* Gi l l i sy Floyd El Uanagerial Eeoaoaioso Oeeision 
linking under Certainty for Business and Engineer-
ing t P* 160* 
- (9U« 
bttt l i t t l s p * Is •very«li«r« ( l i f f « r * B i « 
F/6t'fi£. - 3( '9 
f^  '6U«lt - 3 ( b) 
0 
«•« t i i e ro for * , caa eoacltid* tha i • I f t s i l e i l y of 
« fMiet lon ! • aot I t s a lopa. A T / A X rapraaaata ika 
alopa of tho faaet&on aharana o l a e t i e i t y la aahiavad 
by ttttlitplyitta tha r a t i o of y to x by iha ioveraa of 
fcba slope* Atlbou^b slopa la r a l a i a d to o l a s t t e l l y y 
I t ia la ao eaaa tba aaaia ttalag* «• b&te atraaaed tb is 
potat a iap ly baaaaaa eoafusioa boivaen a l a s t l e t l y aad 
alopa la vary eoauioa* Uatbaaat laa l ly^ « • ean axpraaa 
a l a a t i e i t y aat 
ax 
Or, 
ax 
1 P 
y 4x 
1 }»g I 
4 loa X 
Tba aaeond polat la about tbe aaalaa oa tho axaa 
of tbo dlagraa. If tba alaatio or laalastie daaiaad 
earvaa ara to bo ropraaatod by a flat or a a loop enrva 
-(92;-
the •«&!• shoMld b« in ordor* For •xanpl«» if tb« 
prie« alia hts the ••al« of dt7,6 oU.p and If tlia 
qaaatiiy axia haa tba aaalo of 3»4,S ilioa iiio earvo 
ta rolatlvalj flat, bat if iho aaaa prlaaa lira eoapl«ii 
with qaaniiilaa of 103, 104, lOS oie*, doaia»d would t>o 
iQolaatle yoi the earfo voald atill bo rolattvoljr flat. 
A third varnlag ia aboat lh<^  iatorprotation of faria-
lioaa ia prieoa* If tho price riaea and leaa ia pareka-
aed at tho iaereaaod priee, ao inforoaeo eaa be drava 
about the olaatieity of deaaad^booaaao thia ivoald be 
eaaaed either bj the incroaao in dosaad froa tho old 
doaaad D. to the ae« deaiand O^t both of vhieh are rela-
titeljr elastic or the riae la price froM Pj^ to F^ could 
take place along the third deaaad curve 0^, which ia 
relatively inelastic* It aeoda additional infomatioo 
rea^irdiaa buyera iacoaiea, taatea and eaviroMient* 
Figare-4 ahowa theae three demand earveat 
u 61 
Tli« t«si varaitta it nor* iaportant* It shoald 
b« bora* in aUd that iha alas lie tly of domaad for Uo 
oatpui of tb* ladnairy and the eUatlelty of doaaad 
for the prodact of oao firm are qalto different. Beeidea 
Ihla vroag eoaelaaiona froa peraoaal experieaee ahoald 
aet be drawn* Suppoae for examploy the priee of bread 
9oea ap by IS oeata aad that deapite it aoae one 
ooaawaea aa mach aa before* Froa thia it abould not be 
iaferred that the deaand for the bread la perfeetty 
iaelaatie* The demand for bread eonea fr<Ma maaaea* Their 
aaaa reeponae to ohaage ia priee eoald be differeal 
froa the reeponae of the Individaala* Thu aaaa deaaad 
can be elastic even thongh the deaand for few Indivldvala 
aay be Inelaatle* 
0ptll now ve haTO aaed the teraa 'elastic* aad 
*iaela<'.tic' vitb reference to the whole deaaad for a 
product* This iM, of coursoy aecurate for seae purpoaes 
but not for all purposea* Aa has beea stated earlier, 
the degreo of elasticity or inelaBticity may fsry vitbiii 
tarioua priee ranges* A eomaiodity can be elastic ia 
one price range and Iaelaatie in another range* It any 
be elastic at higb prices bat iaelaatie at low prices* 
I reciaion, therefore, demand that elasticity ahoald be 
aeasnred both at a point aa veil aa over a segment of 
- ( 94 ) -
a earto* There are tarloae fomnlae for eemptttiag 
e l a a i l o t t i e e of deaaad but before meaaurlnrj e l a a t l c l t y 
a d t s t iac i loa ahoald be made between point e l a a t l o i t y 
of demaad aad the are e l a a t i c l t y of deainnd* Point 
e l a a t l e l t y aeaaarea the e l a s t l e l t j of deatmd at a part l -
eular polat of the deoiaad carve* \s agaiaat th la , are 
e l a s t l e i t i ' aeaaares the e l a s t i c i t y over aa arc or over 
a aeutneat of the dessaad carve* 
TiO poiat e i a s t i e i t y of deaaod ia the .a te of 
pereeataye ehaaye in the dependent variabttt» re lat ive 
to a aeg l ia ib le poreeataye ehange in the independent 
variable^ thaai 
_ M M * jB " ' i"» m 
I 
Siaoe the elaatieity of deaand Ineladea the slopo 
of the deaaBd eurve« we can derive three getMieirieal 
ratiea whose valae give aa the price elasticity nt aay 
given poiat oa the demand carve* In figare 5(a)» we 
have drawn a straight line deaaad carve poesessioij only 
•ae slope* The curve has been extended to ita price 
aad quaatity intereepts to provide three sueb ratiea 
each of wbieb gives as the value of point eltisticity 
of demand* ISatio AU/MT espreeaee the negative slope of 
the ourvof if we substitute this ratio in tfat> expression 
- ( 9 5 ) • 
9e get the ttlaafclclty 
la III* saa* vajt *• e*n sabs i i ia t* CF/CA la ilia 
abova axpraaaion and obtain paint a l a a t i e i i y i 
§f::fc • # • T r% — CA 
Siaea triaagla ACf aad ir iaagla IliA &te a ia i lar* 
1^ • ^ • ^> 
^ - i - • 
haaaa, lb^ ** * 
tt0 cuii also eapiojr tbe aiiovo proof to a ourvi-
liaaar tSamaad ourva by drawiaa a tanyant to tba curva 
at w&icb «a propotta to aaaaura the point a l a s t i e i t ; af 
daaand* Figure* 3(b) deplots aucb a curfi l lnoar daaaad 
c a n e DD|, Since the taagent FT to tho daaaad curve 
- ( 9 6 K 
OD. at point A liftt tlitt mnmti i i leps as tti« enirt* i t ae^f t 
«e can dlaaovar g e o a e t r l e a l r a t l o a that provide aoaaaroa 
of poiat o laa t i c i t j r of dOMaad at th ia polnt« 
P i ( , o e t - *; (< ) r-16 ufi e • '1 ( h ) 
T >< <> 
Tlmst point olaatieitj of doaaad aMaaaren tho 
raaponaivaaeaa of qnaatity to priea at a givaa point. 
It ia the ratio of an iafinitaaimally aaall raiativa 
varlatioe in quantity to an iafiait aimally •aall ehaatfO 
in priea ort it naaaarea the lioiit that ia approaehad 
aa the variatlona ia qaaatity aad priea are iiada aaallar 
and aaaller* Althoaah the coaeapt of point olaatlcitj 
ia qaita logieal» Ita aaafalaaaa ia llaltttf* In faet» 
it ia aaafal protldad the axaet aaaaara of a daataad 
eatfa la kaowa* Often, howevart fary littla informa-
tioa ia available, haaee aaothar aeaaara kno%iB aa are 
4, Haiwell, Oavid Wi op.eit* pp 50«-S3, 
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• l a s i l e t i y •< d«aaiid oooies to the fore** 
Are e l a o t i c i t j treats tbo eaooo iovolvtna flnftto 
on discrote ehaaa«« n^ prioe and qaaoil i j* What i s 
flottght i s a alnglo ooaanre of e l a a t l c l t y aloay tho 
daaand ourio troa one point to a&oihot otar «hleh the 
notoaont oeearsy or an average moaaaro of responalvoooaf 
evor soae f i n i t e sitro eh of the demand earvo* Several 
fomoloe are available ior ealettlatlny are o laa t l e l ty 
jl 
of do«aad« bat a geaeral foraala vhleh oiorooaoa tho 
blaa roaaXtlag froia tho eofflputatloa of the porooatagoo 
OB the basis of orioiaal prleos aad qoaatiltiea lat 
• ^ ^ _ mn M m 
ahorOy x.> f. aad x^* 9% ropresoai tho ooordlaatos of % 
aad J before and after ohaage. If ve appljr the peraos'-
tage formala "-^ / ^^ , *• a®l difforoat reaulta 
depeadiag oa vhether the price io iacroasod or deoreaaed* 
To eo«e oat of thla dlfflcultf» division by 2 haa beoa 
applied Jast to take aa average of prieoa and qaaatltioat 
aad thas to aeasaro the elasticity at the aildpoiol of 
the sogooat* Sy applylag those foraalao^ vo aay sow 
5* layaoo, W.Kt yaaagerlal Fconoaicat op«olt«p«S4» 
- ( 9 3 ) -
pr«ft thai polai • las l le l t j r of d«iftad on a i lnaar dtaand 
e«rf« la dtf faraat at avery polatt a laF t te i t f ia itlghaat 
at tha higbaat prioaa aad lowaat at tha lovaat prteaa. 
Baaidaa tlila> i f a atraloht Una daaaad eurva is ahiftad 
to tba ri9iit» paral la l to i t a a l f , a laat ie i ty at aaj 
givoa priea daereaaaa aa doaaad ineraaaaa* e^iyuro- 6 
ahova a ah i f t in aueii a doaiand eitrfO from D. to 0 . . 
0 
Siaea tha two eartaa ara parallal, all laeraaaaa 
or 4oeroaaoa la qaaatitj vltii roapoot to doeroaaoa or 
inoroaaoa ia prieo ara alao eqaal* Sat at any raago of 
priooa, tha olaatieity Aa carto Oj ia loaa tliaa tho 
olaatiaity oa D|. Tha raaaon for thia trariaiLioa is 
that tha rolativo ahaage in quantity Q. Q. itt largor 
thaa Q^ Q^ boaauao Q| Q^ aiaaaarad agaiaat OQ. ia largor 
thaa Q^ Q^ aoasared agaiaat OQ^. Thaa, to goaeraliao 
it oaa bo aaid that a rigbt-vard ahift ia a earvod or 
-(99)-
a llaaar daaaad eartt eaaaea iha alaalieltlaa at a 
priea la baacnaa aaallar and aaallar and f ftea-toraa. 
Qaoda ara alaaalflad aeoardiao to itte behavioar 
af ilia eaaaaaar whan he bajra than aueh an eonvealanoa 
0aada» ahopping goada and «paaialiljr good** Coavaaiaaea 
gaada ara aanally aaall ia valaa aueh aa f^ooth-braaht 
aoapay labaaeat ale.* bai ara baaght in larga aall tolaaa 
at tha laoallona which ia nasi aaaraolaaio Shoi plag 
gaadat oa the oibar haad, ara larga in anlt falaa bat 
ara baaght lafraqaaatly. Bafara baying than, a tharangfa 
aaareh la mada* ttana Ilka aatanablleay fumiiara and 
big appllaaeaa fall in thia catagary* Spiralality gooda 
ara parehaaad diraetly troa tha knawa aaaroaa baaaaa* 
af thair faaa a«eh aa UajaJ aeaatara« Flat earat and 
Gald Flaka elgaraitas. Eaoaaaiata oaalty prafer la 
elaaalfy tha gaada aa attbatltala, Isdapaadeat oad ewep-
laaaatary gaada* If tha gooda hava a eamfietltlva rela-
tloaahip ia tha aeaaa that aa laeraaaa la tha parchaaa 
of any oaa ooramodlty la at the east af thi» othar» they 
ara eallad aabatltutaa* But If tha parehiiaa of ana 
aoaaadlty haa no direct or iffliaediate iapaet apaa tha 
deaaad far the atherf the gaoda are known aa Independent* 
Laatlyt l^« aomfaaditlea are ooaplementary when an 
iaereaae or deereaae la the denand of oaa eemaodity 
eanaaa aa Inereaae ar deereaae In the deiaand for the 
- ( 1 0 0 ) -
• i h e r * S«t«ra l formulae havo b«en developed for neasur-
laa e l a e l l e i t j of deaaod for eubst i iBto aad eoaplefli«a«> 
iarjr floods* Cross e l a s i i e l i y of d«nand Is a osefttl 
•oassre io f i n d out the s a b s t l t t i i a b l l l i y betveea i«o 
oomraoditiest and oiay be defined ast 
Cross o U s l l o l t y . r e l a t i r o ch—ao As qaaat i ty of i 
of doaiaad r e l a t i v e obaaflO l a pr ieo or y 
I I aeasares the r a t e of persoaiaoo ehaaoo la the 
doaaad for eoamodltjr *y* r e l a t i v e to a a l l o h t pereoatago 
okaaao la the prloo of *x* a l t h pr ice of *y* remalolag 
eoaetaat* The point e l a s t l o l t y aay be expreaseJ ast 
sad the are fo raa ls I s i 
•a - • ! 
pb^ - pb| ' 
If the relationship beteeon yoods Is that of 
eoapleaeBtarlty» cross olastlelty of doaaad Is negatlve« 
If the goods are sabstltutes» cross elasticity Is 
positive* \od <srheB the cross elasticity is serOf the 
prodaots re said to be ladopeodeai* siace the total 
-(ioi)«. 
•ffeei of « chaago ia prle« ean b« divided ilato *lncom« 
effeei' aad 'anbattitttioa affeet* «e eaaaot alwaya 
coaelttda that If croaa alaetielty Is positive, the 
preduete are sabstltutes and if it ie negative, the 
goods are eomptenontary« Oosplto this weakness, cross 
elastleity is often ased as a aeasure of the related* 
BOSS of the product beeaase It is assumed that the 
lacoae offeet has nsaally a oegligible effecit apon the 
demand of a prodael. SoMotiaes tbo cross elastleity of 
denaad tarns oat to be aore povorfnl than price olasti* 
eliy of deaand espeeially In eases of dnrable goods aad 
their spare parts* 
Sonetimos the produets are so related that a change 
la the priee of one prodaci may oaase a change la the 
price of the other. Cross elasticity of price is a 
Bseful aeasuro of the relationship betveoa two prices 
of too coauaoditiea aad aay be defined ae t 
cross elasticity ^ relative change ia orleo of Y 
of price relative ohaage In price of X 
Tho point formula for cross elastleity of price 1st 
APy 
- (102)- . 
Siatlarly» the are foromlft i«i 
P«2 • T t ^ 
rh«or«tl«altj| ih« va2ti« •f th« eross •Usllolty 
•f prU«s thoald vary vtihin Iht limits of •« 1 for 
pradaaia tint ara perfaai sabstiiaiaa ta •! tor thaaa 
vhiah ara parfaai eaapieataats* 
ELASTICITY OF SgBSTITOTIOM 
Elaaticity of aabaillatioa ia a aaaaara of tba 
rata af aabatitttiabiliiy botvaan tvo prodaolta or faetora 
along an indiffaraaea cnrva or aloog aa iaaquaai aaaaaiag 
that total atiliiy or total oatpat roMaina aoaataat aa 
prodaet or faaior prieaa ahaaga* If alaatioity ia aerot 
it aoaaa that ibe produeta ara eoaaaaad ia tha aaaa 
praportiona daapita a changa ia thair ralativa prieaa* 
Siaea tba eoaannor*a axpaaditara-'prafaraaea pattora ia 
ia oqailibriaat vboa aiargiaal rata of aobatitntioa betwaaa 
X aad Y ia anaal to tbair priea ratioa« «a may evolva 
tba foraala for poiat alaatieitjr of aabatitutioa ast 
A( J ^ ^V^) 
•aa • ""Xml 
MRS i*«ypy 
uj£n 
6. 5;paaaar» Uiltoa Hi op.oit«yp« 140* 
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Proa the ab«T« forattlft« »• ean alao dadiiea tb« 
are atastletiy of aabattiailon aa follawai 
(I/Y) - (X/lf)j 
IMCOME KLAsncITY OF UEtt^ ?tD 
Daaand for an eeoooaic good aoi oal; clepoada opoa 
Ihe prieo of ih« 0ood bal alao apoa ibo laeouo of tho 
eoaeaoior* la aoat of iho parebaaoa aaeh aa aiotor oara* 
faratittroaf appllaaeoa^ ibo domand la biyb ut tlaaa of 
goaoral proaperliy wboa lacoaea ara bigb aad onotnplojr-
naat la lo» bal datnaad falla off rapidly, rogardleaa of 
prleo ebangoa vboa iaeoaoa daoliaa aad anonployBoat 
Inereeaaa* Ineoaa olaatlcliy naaanrea ibo aeaaitlfily 
of ihe ebaago in ibo qaaaiiiy of gootfa aold «iib 
rotpoet io change in iacono* fi la a aoaaare of the 
rel'iiivo ehnago la qaaniity bougbi divided by ibo 
eorroapoadiag relaiivo obaage in ibo Ineooio. The poiai 
olaaiiciiy any be oiproaaed aa aadort 
Q A 
Y 
where, Y « laeono* 
- ( 1 0 4 ) -
The fornmla for arc • l a s t i e l t y vi id r««peel to 
good X l o t 
•f • r. -r I 
*2 * »I 
ihoa other dotoraitaaata of <laaaad ara halld aoaataat 
aad oaly tha laeaaa la ekaagodf tho rolatloaaHilp la oftaa 
eal lod lacoMO daaaad* Oaiaaad aa a faactloa of lBao«o» 
portraylag f ivo laooaio-doaaad aarvoa la ahoaa la flgaro^Tt 
INCOME 
H'o^* 
0 Si 
Tha aaoaatrlaal proporllaa of aa laeoaio-doaiaad 
oarvo aro a ia l lar to thoao of a oapply earva* Kor aioat 
of tho gooda aaoh aa Jowolloryt aato«oblloa» hotter 
gradoa of voollea clothea lacoao o l a e t l e l t y la high* Aa 
agalttat thla* It tends to bo low la oaaoa of aoaiPt aalt 
aad Matehoa* laeoae a laa t l e l ty say bo poalt l fo or 
•cgatlT** In •••i of tht ea««t It it poaliltt and tha 
goeda ara ft9Tfd to aa *auperlor gooda* baaaaao 
aoaaaaora parehaaa aoro of aaeh gooda vhoa thoir inooaoa 
tneroaaa* Bat tharo are fa« gooda naaod aa 'iafortor 
gooda* tkat poaaaaa a aogativo iaeoaio olaatieltj for 
thoy aro aabatitatod by lilghor«»priood gooda aa tneoaoa 
rlaa. Bngol*a Law in ita MOiJlfiod fora la atlll eorroet 
todaj* It atatoa that aa iaeoao laeroaaoa^ the parooa«* 
tage of Ineoae apant on food and hoaainy doel&nea; on 
clothing it ranaina eoastani vharaaa on aorfiooat oa 
advaaeoaont of adaeatloa ato.^  it inoreaaoa* If incMia 
alaatieity ia groatar than zero bat loaa than ona aa is 
eaao of intaraadiata gooda^ aalea will ineraaao but 
aarkot ahara will doereaao with ineraaao in inoonot if 
it ia groatar thaa ona aa in caaa of truly auperior 
gooda» tho aalaa aa wall aa aarket ahara both will 
iaeraaae with iaeroaao in inooaa* 
Although fory littlo ia known about the dotcrai* 
aanta of ineoae alaatieity of deaaady it ia true th)t 
ineoae elaatieity ia geaerally more influential than the 
priee elaatieity ia detaraining the aalea of a product* 
Tho relatioaahip between ineoae and deaand ie not alwaya 
atraightforward in view of the lag between ehangea ia 
ineoae and chaagea in deaand. i^pirical evidence alao 
• (106 )* 
a»ga««ts thai Ineoae e l a a t l e l i y Is vsttally larger over 
longer period and thai aost Inxary Items peasese a greater 
e l a s t l e l t y than do neeesalt les* 
Aaother eompanion of iaooaie e l a s t l e l t f of deaand 
l e the lacoae s e n s i t i v i t y of deaand or expeoaltnre 
e l a s t i c i t y of IncMae. It represents the responsiveness 
of expenditures to changes la disposable Ineoae* The 
point forattla 1st 
mtmmmmm 
Yd 
where Ex <• expendltnre 
Yd «• disposable lneo«e» 
and the are measare Isi 
'•1 - Yd- • Yd. 
v4 * "I 
faootae elaatlelty deals with changes In the qnaa-
Illy of goods sold whereas Income sensitivity deals with 
ehanges la dollar expeaditares* Like laeoBie elaatlelty 
laeome sensitivity toe has a eoeffleleat» bat lis 
eoefflelents eanaot be aeasared aeearately beeaase there 
Is no way oat to separaio the offoe is of obaayes In 
- ( 1 0 7 ) -
ittCMie frcMi lb* • f f « e l of ohantjes In pr l«e t and prefttr-
•ae9«* The eoaeepi !•» hoffwr, vtafi i l In foreeaa i lag 
of bos lness* 
PBlCE-lNCOWE-SPBSTlTgTlQM UULATIONSHIP 
i*rio999 lacoa«s aad prioaa of a a b s t i i u i o t aro 
genoral ly re la ted iaraa* While analysing any demand 
a i tuat toB we eaanot neg lec t these major determinants 
of doaaad. For exaaple^ i f Incoae liieroasefi but the 
pr ice roaalns unchaagod, the Increase In the demand for 
the product would depend upon the Incofflo and pr ice 
e l a s t i c i t i o e of the conaodl ty . SimitArly, i f the r o l a -
t i f o prieoa of the prodaet and the sttbai l t t ttes vary 
« h l l o income remaias cons tan t , the iaeroaso of the 
product w i l l be goveraed by pr ice and a n b a t i t a t i o a 
e l a s t i o i t i e s * 
The re la t ioaoh ip betwooa Iheso determlaaata eaa be 
exproasod aa fo l lows* 
Priec o laMtic i ty •• (-K) (lacome • l a a t l c i t j r ) 
^ ( | - K ) ( S « b a t i i a t i o n e l a e t i -
« i t y ) 
where K • the proportion of Income opeat oa any 
eoflMsodiiy* 
The above formula revea l s that i f the r l a a t i c i t j 
of a u b s t i i u t i o n la aerot ^^ ® pr iee e l a a i i c i t y w i l l bo 
detormlBod by the laeome e l a a i i c i t y aa wel l as the 
7* Speaeor, Milton Rt o p . e i t f p«164* 
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proportion of ineone spottt on iho oownodtty* If iho 
taeoao o l a s i l e l i y i« soro thon ia tbat oaoo Iho prieo 
o l a s l l o i t j r v i l l bo deloralaod by tbo s n b a l l l a l l o a o l a a -
l l e l l j aad Iho proporlloa of laeoso aol sponl on tho 
eommodlly* nni If oqnal proporliona of Ineono aro 
apeal on Iho prodiiel as woll aa on i l a onball l t t loaf Ibo 
r o l a l l v o aagallttdoa of incoao o l a a l i e l l y and a u b a l i l n -
llott o l a a l i e l l y would dolorotae Iho prieo o l a H l l e l l y of 
Iho prodoel* 
SHA8E ELASTICITY OF OEMAND 
Markol aharo olaalielly la Ihal olaalielly la uhloh 
Iho porooatago ohango la Iho ladltldaal flrB*8 oharo of 
lolal aaloa la dopondoni apon rolallvo prlooo bolwoon 
Ibo firm aad Iho Indaalry or belvoon tho rolallvo proao* 
lloaal oxpondlluroa for Iho flra and Iho Indaalry* Slneo 
Ineono ehanooo bring ahlfla In narkel aharoi loeoaio 
olaalielly «ay alao have Ita rolovanl abaro olaalielly 
bal II la loaa algnlfleani booauso Ineomo ehangoa aro 
nol only boyond Iho eoalrol of maaagoaeal bat aro alao 
Bttoonparuble lo prieo and promotion aa a eoapollllvo 
ooapOQ. Share ol.^ e tlci ty* la olber «orda« la a goneral 
eoaeopi vhlob includes In II Iho offoel or varloua 
rlval*a ehan«iea in priee aad proaotloa on Iho aharo of 
Iho firm. The Industry too aay havo a ahriro olaalielly 
d« spoaeor* union Ht op«elt*t p* 164* 
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with r«ap«ci to l t« «ttb»tllut<i eoaipotitl»a naeh as i«« 
aadi eofr«« In whlek the skar* af ilia iadaairy la dapaa* 
daat apaa rata i t fa prieaa batiraaa the taa ladaatrjr aad 
eoffaa indnalrjr* Share elaatieltjr dapeada itpaa iha 
a i l l l ada of the buyera. For aianple^ If tha ooouaodlljr 
nndar daopaly la aadlffaraniiatad ta iha Mtnda of tha 
bayara* aay prlea diffaranea betvaan tha two wi l l raanlt 
ia a 100 par aant Qarkat abara of tha prodaaar who offera 
the earamodltf at tba lower priaa* Slaee tha bualnaaamaa 
ia not oaly iatareetad in tha total da«aad but alaa vi ih 
ha« mach he oaa axpaet to salIt tha eoaaapt of ahara 
a l a a t i e l t y ia of aoae impartanee ta hiai» 
ELASTICITY OF PR^ CK ESPECTATIOWS 
The eoaeapt of a laa t i e i ty of priaa axpeatatioaa 
»aa deviaad by J.R. Hieka In 1939* It ia **the rat io of 
the re lat ive ehangaa in aspeetad fatarc priaoa ta tha 
re la t ive ohaagea in enrrent prieea*"* The eoef f ie iaat 
of the e l a a t i e i t y of priee expeeiaiioaa eaa be axpraaaed 
aat 
where f « fa tare p r i a a a l 
C m a a r r a a l pr ieaa* 
If the bayera fee l that faiare prieaa wi l l riaa by 
-(110)-
ft l«ro»r peresaUgtt ihan eurrtnt priees say from 10 p«r 
e«ai !• 20 per e«Bt» tli«n 1R that ease alastleity la 
hiah aad the eoefftctaat of elaatleltjr ia ar«^ter th&a 
oae« If they feel etheraiae, elaailelty Is low aad 
the eoeffleleat la < 1 > 0* If the bajrera expeet that 
ftttare pricea will riae jaat to the extent of preaeat 
prleeap elaatieity ia attlty and the ooeffielent la 
eqaal to 1* If the bayers feel thnt curreat pricea will 
have ao iapaet upon fature priees, elasticity is aero* 
Bat if they expect that theae prieea voald b<» followed 
by a fail ia fature prieea» elasticity is nejative er 
leaa thaa aero* 
Expectations ela ticlty is much wider tora. It 
"refers to the rospoasiveness of aalea to buyora* 
gneaaea aboot the future iraluea of varioua deaand deter-
•laaatst aueh aa fature price of the cotiiaodlty (or of 
Its 8abstiiuiea}t future iocomos of buyerap er fature 
a 
ahertagea*" CeaawBora uaually aake deflaite plaaa for 
the fature purebaaea af gooda aolably theae whieh are 
darablot atorable and aobjeet to reaale* Theae plana 
atretch iato the future and are baaed on oxpeeted fature 
environaeat. If the buyer*a elasticity of expectationa 
ia greater thaa aaity, demand curve would shift to the 
— — — — — — — " — " — " — — " " • ^.^^—•—^.^^-^—^,^-^ m n m r w i — r r - r - f m nw -iirnr i i n i i i i . .• luii i i i i 
9« Deaa» J i e l i o p ^ a i t * , p« 162* 
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riqhi b««it«M h« would buy aor« now to avoid poylag 
highor prleoo la fwiuro. As agalaoi thlo* If olaatlelly 
la low or Bogailvo, doaaad corvo woald ahlfi to iho 
lofl. The rlao In llie eurroni prieo will oauao doaaad 
to dlalalali booaaao ho woald vail for tho prico lo coaio 
dova la fotaro, nal If tho olaatlelty la aaltjrt ho 
would aot alter hia plana. Although olaatlelty of oxpoe-
tatloaa oan be aaaoclatod with eaeh of tho tiiajor dotor«-
alaaata of donaadf •aaagoaeat roeooalcoa only prioo and 
Inooao expoctatlona In TIO« of thoir practical Inportaaoo* 
Nevertholeaa» the preolao moaaaroaienta of either of tboao 
eoncopta la alao oat of tho qaoatlon* 
PaOMOTI NAL ELASTICITY 
Proaotlonal olaatlolty oan bo defined aa the ratio 
of a rolatlTO ehaago la qaantlty to a relative ehaago 
In advertlalag or any other proaotloaal oxpesdltaro* It 
•oaaarea tho roapoaalvoaoaa of doaaad to ohaagea la aueh 
oxpoBdItttre ehloh haa a toBiloaey to proaote the aaloa* 
In aoat of tho oaaea proaotlonal olaatlelty la deflaod 
«lth roapoat to advertlalag oxpaadltvro boeauae aueh 
oxpeadltaro la aui^ poaod to play a doalnant role la the 
earroat and fntaro aalea of the eoaeora. Tho point 
olaatlelty aay bo ealoulatod froa tho folloalag foraalat 
- ( 1 1 2 ) -
•P 
A 
«h«r«9 A m a<lv«rlis«aieal «ittlajr» and 
th0 are a«aflBr« t t t 
B 
Sales of fariotta eomaodifciaa differ in aaiters of 
their respoiioiToaeas to proaotioaal expondi(lures* There 
are eeriain articles sueh as faney iiemsy that are highly 
settsiiive» whereaa there are others saeh as heavy equip-
•eat vhieb are relatively less sensitive. It is geaorally 
asswaed that the pronotional elastieity aad its narket 
elaatioitj and share elaatioity vary with refereaee to 
the stages ia the life cyele of the prodnet* The life 
cycle of a prodaet can be loosely elassified into the 
folloeiag five stagesi 
1* A stage of invention and innovation when the 
product is nee and usaally crude. Growth daring this 
period is not only slow but also dishearieaicig. 
2. A period of introduciioft and acceptance^ when the 
•arket is opening for the product which is supposed to 
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!>• excl i lao* Ttii* &• ^^* phat* of nost rapid grovtii. 
3* A period of •»•» aeeoptottoo vhoa ike r«to of 
grovik io o l igkt ly olowod dova* s t i l l It Is rospootablo* 
4* A stsgo iikos aarkot la salsratod aad tko grootk 
i s slo«t i t i s l i a i i o d to iho roplasoMot rato pUs 
laeroaaoa dao to tko oxpaaaioa of tho oooamqr* 
S« Lastly, tko stago of aapplaatatloa Is roaokod okoa 
tko prodoot faces ao« aad kottor prodaets boforo I t s 
f inal do«iao« 10 
Tko kistory of tko prodaet over tiao eaa also bo 
skova aitk tko kolp of figaro- S akiok illosiratos as 
aadori 
SALCS 
:•••) 
T»ME 
Tko akovo toadoaey eonipola tko firaa to clivorsifjr 
aad to iavoat kago aaaa of aoaojr on advertlsoaoat aad 
rosoarok Jaat to reforao tko advorao troad of grootk* 
10. Cillls, P«K. Jr.t op.eit«» p«IT4« 
Tbo roversioa of tii« ifmd dtpeads largely on the prono« 
t looal o l a s t i e i t y of demand. rhut» thie coaeepi or 
e l a s t i c i t y i s also a osofol eoaoepi for product develop* 
aeat and product distribulloa* 
MASQIW ELASTICITY OF DF.MANU 
the eeaeept of margin e l a s t i c i t y of 4emand i s ntore 
use fa l than pr iee e l a s t i c i t y of dennad beomttse i t helps 
in the solnttoci of p r o f i t d i f f i c u l t i e s with which manage-
nent i s confttaatly involved* Uargin e l a s t i c i t y aeasures 
the responsiveaess of toinl prof i t margin to changes ia 
price* the poiat e l a s t i c i t y nay be expressed ia the 
following forast 
em M A P 
and are e l a s t i c i t y beeoaes 
fte ^2 * "l 
F • P 
where If » total profit nartiia. 
The differeaee bctweea price e l a s t i c i t y aad laargia 
e l a s t i c i t y i s the difference of degree aad not of kind* 
For esaaplSt " uait e l s s t i e i t y of demand reveals that a 
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aiv«a arop of price It aatehed by an •qual p«re«iitaa« 
gain In ttslis sold, vhleh aoans thai a firm la no battar 
• f f in retaaaa wbaa It Inereasea talea by radaelog l ia 
prlea, Bai in aetaal pracilee i t nay b« eian bablnd 
Ita total aiaraia If the flna*a f l iad ooat la avbataotial . 
For aiaay prodaota* the prlea o l a s t l e i t y la uaaally laaa 
than nnlty* haaeo nnder thoae eoadltlonn If the aanago-
aieat doalroa greater profltOf It hao to go after produet 
variation to cover the aarket eegneat vhleb i t at preaeat 
beyond the reaeh of the f l r « . "Norsally, aait nargln 
e l a a t l e l t y - the priee at which the total profit aargla 
received le conaiaat regardlaaa of votarae aold- raqairea 
a higher degree of price e l a s t i c i t y than aero nnity.'* 
Noraally the nggreeaive price pol ic iee arc baaed on 
aargin e l a a t i c i t i e a greater than ntiity* 
•yHE DETERMlWAiliTS OF ELASTICITY OF PiMAND 
The deterainanta of p r i c e e l a s t i c i t y of deaand can 
be gronped in to aeven headlngat ( l ) the nnaber and 
cloaeneaa of l i a e a b a t i t a i e a t (2) the laportance of the 
comoiodity in eoaenaer'a budgeta» (3) d n r a b i l l t y of the 
good* (4) the nuaber of Ita aaea» (9) proportion of the 
t o t a l coat of other good of which the coat of thla 
predaet la the eoaponent part« (6) h a b i t , aiitd (7) t lae* 
11* naaaoa, C«R| op«cit*» p« S6« 
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Aaoag the faetort thai affeei prioa «lasileity 
of d«aaad, lb* anbetiiaUa for a eeonBOditf aro mora 
iaportaal. If subilitatea are readily afatlablo» the 
doaand for the product is aost likely to be elaotiOt 
perhaps highly olaatie* Xf it has perfect sabstitutos 
then elasticity is perfect or infiaite and fiee-fersa. 
The aore narrowly and more speeifirally a product is 
definedy the aore elastic is its deaaad* If the prioo 
of the eoaiJiodity goes up in relation to the prices of 
its substitutes^ the ooasuaers would buy the sabstitutes 
and if the price goes down, they would desert the subs-
titutes and buy this coamodity* 
The iaportance of the coamodity in relation to the 
ineoae of the consuaers also influences the elasticity 
of deaaad. If the product is expensive relative to the 
inooaes or the fraction of total expenditure devoted to 
the product is larger* deaand may tend to be elastie 
beeauae the fall in the price of the product aay enable 
the conauaern to save a signifieant portion of their 
ineoaes which in turn affects their bayiiau decisions* 
But if the fraction of total expenditure is saall such 
as in the purchases of salt, infc| soap a and aatehes» 
the denand is inelastic* The relatively elastic deaand 
for the products that are expensive nay also be due to 
the increase or decrease in the aaaber of buyers* For 
-(UT). 
etaapl«, if the prle« of «ttra falls, ih« dtmaad for ears 
iaereaaaa not nalaly <!«• to tha purahaaaa of tli« •slaeiBo 
bayara but baeaasa of tha aatry af tha aaa parebaaara la 
tha aiarket* 
Darablllty of gooda alao affaeta tha alaatlelty of 
daaMad baeaaaa aaoh gooda yield aarfieaa to their owaera 
over perloda of time. If the gooda are durable the 
eonaaaiera have a aufflcient tlae for their replaeeaiaatf 
they eaa etoa poatpone tha parehaaea of theae gooda In 
the »ake of rlae la prleea vhleh make their deaaad rela» 
tltely elastle. Although the demand for ooaaaaier darablea 
la af fee ted by prlee, the Inflaenoe of pr:Lee ia obseured 
by changea In Incoae avallablilty and ooat of flnaneea 
aad the internetloiia betweea stock deaead and flea deaaad* 
Since Boat of these gooda are expeaalve aad eaptare aajor 
portion of the Incoae, lucoaea uaually deteralne their 
parehaaea* Bulk of eoaauner durables hare eoefflclenta 
of Incoae elasticity greater than one* Ihe aaea of a 
eeaaedlty alao Inflaence the elaatlclty of deaand. If 
the eeaaedlty can be put to aany aaea, lia deaaad la 
alaatlCf but If It has only a few aaea lis demand la 
Inelastic* The varloua aaea of a eoamodJlty can be 
arranged la a deaeeadlng order* If the price la high 
few anlta vlll be boaaht aad they vonid be put to the 
aoat laportant uoe* At lev prices, aore qaantlty la 
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bosgiil ftad ih« eonm«dliy it tttili««d •von iror lli« !#•• 
laporiaai «•••• 
If tb« eoBt of a good !• rolallvoly tinloiporfont 
in rolaiioii to tho total ooat of othor good of vhleb 
iho eost of thta good Is tho compooont partt ^^* doaiaad 
for oveh typoa of goodo la goaorally laolaailo* Tho 
ooat of palntayfor esaaplo, la a rolatlfolj amall propor-
tion of tho ooat of doora aad «lndo«a» honoo tho donaod 
for aaeh palnta aaaally haa loo price olastielty of 
donaad* Tho hablta of tbo people too detoraino tbo 
aagaltado of tho olaallolty of doiaand. If a eonaoaor 
boya a product duo to hia hablta aacb aa elgarottoat wlnot 
olo«, tho teaaad for aaeh prodaeta la rolatlvoly loaa 
olaatlo* eiastloliy of doaand alao tarloa with tho loagth 
of tiao periods* Doaaad la taora olastlot the longer tho 
period booauao tbo loagor tho period the greater la Iho 
poaalblllty of aabatlintloa* For exaiaplaf tho doaaad 
for cooklag gaa aay bo highly laelaatle for a period of 
a aoath bat If the prieoa go on rlalagt the aatao dooimd 
•ay ofea bo loaa inolaatio or ollghtly elastic over a 
year booauao a year la a aufflelent long time for people 
to ablft to other nodea of cooking* It hae beoa observed 
that tho doaand for Joiatly-doaattdod gooda la ueaerally 
leas olaatlo* If oara boeoae cheap but the ifirleo of 
petrol eoatlaaes to rale hlgh» dwaaad for eara vould aot 
•xl«a<i aiieli* The lefel of prle«8 also inflaoneot the 
olastlelty of donand. In th« words of Uarnhallf "Elas-
llclty of domand is great for bigh prie«t» and great 
or alleast eonoiderable for median prieoa» bnt ii deelinoa 
aa the price falls, and Gradually fades away if the fall 
gees so far thai satiety letel is reaehed."^ Siailarly, 
the le?el of ineoae exerts a powerful pressure on the 
elasiieity of deaand. The deaand for the goods on the 
pari of the people having low Ineome is more sensitivs 
to pries obanges in contrast to the demand for those 
people who are rich* In order to obtain the aaiiaua 
satisfaction out of the aeagre ineoae, the poor coosnaer 
has to ran after eheaper ssbstitntes but the rieh asa 
do not bother aneh about the rise in prices and continne 
to bny the same ccwunodiiy in saae quantity. Subject to 
certain qutlifications we aay lay dove the rule that for 
aecossities» the deaand is inelastic but for lumries 
it is highly elastic. So far we have aaalyaed the various 
deterainaais individually but we should not forget that 
these deterainants usually reinforce one another and 
soaetiaes work in opposite direction and hence all of 
thea should be taken into account* 
TBE IMPOHTASiCE OF KLASTICITY OF DKMAMD 
The concept of elasticity of deaand is of great 
significance in the field of industry, trade and eoaterce* 
12« Marshall, \t Principles of Econoaicsf p«l03« 
II is not only ntieful in undorf^iandlau many eooiioalc 
preblorat and polleles but also h«lpt in doaling with 
nasy aaaagarial problems especially tho»e that have to 
do with pricing decisioae* Every butlnesiwan ia expec-
ted to kaev soaethlnij about the likely effect of priee 
ebaayea on the denaad of hia product but it is notice-
able tbtt several busloess deeisioas on irices too often 
iynore elasticity of deaaad. Many changes ia price are 
•sually aiade with purely cost considerations* When seats 
are iacreasiay it is teaptiati to shift the burden by 
increasing price* Higher costs seem to be a valid reason 
for doing so* and if the denaad ia inelastic this measure 
•ay succeed but if it is not so the result is obvious* 
Businessaea senetines err in thoir belief abent elasti-
city* They coafuse shirts of deaand with differences 
in position on a deiaand curve* They often presuae their 
tfeaaad to be inelastic and associate price increases 
with larger groas revenves and price decreases with 
saaller gross revennes but fail to appreeiaite the fact 
that price increases or decreases sight occur even when 
tfeaand curves oither shift to the right or to the left* 
$iailarly» the erities of business also Misinterpret 
their observitioa when they criticise the pricing 
policies of large corporations on the b.isis of elastleityi 
They sugyaat lowering of prices to expand consumption^ 
eaployaent aal output* Ont careful analysis reveals th^t 
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tills ••aoeaiitfn yoe* agalaal the pollejr of •tablliia-
tioB b«eatt»« ib« d«aasd in such oases ie yfinerally found 
id be less eiastio* Althoayh the buslneesnea rarely 
express tbolr knovledge 1B terms of elasticity of denandf 
they do intaitively knew eonething about it and even 
base their pricing policy on seaie notion of elasticity 
of their product. The eoncepL is no doubt u» ful» it is 
a conveaieat way of evpresaing the impact of price chamjes 
ea the demand of the produci. The more tho businessman 
knows abent iif the better it is. 
A basinessaaa espeeially if he is a monopolist caa 
make a better nse of the eoaeept while fixing the price. 
Normally ho has to sell his prodaet in different markets 
with tarying elastioities. If the demand is iaelastie 
it will pay him ie raise the price and sell a sliubtly 
smaller quantity and denandfif it is elastic it is 
advisable to lower price in order to stimulate demand 
and to earn the maximum profit. Similarly* a firm 
prodaeing and selling different products generally finds 
marked differences in their elasticities. .Heme products 
face no close snbstitates heaee their demand is found to 
be highly inelastic whereas other face close competiti<;a 
conseqnently their demand turas ont to be highly eloHtic. 
It pays the firm to fix higher price for the inelastic 
product and lever price for the elastic one* 
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Thtt eoneept of •lasileliy of doaand it of groat 
praelleal iaportaaoo in Iho sphoro of aovorameat flnaaco. 
For oxasaploy If the govorataent vaata to b« suro of ita 
roveaaoa* It ahould tai thoae eoamodltloa for whlek 
doaaad la laolastle booaaao In that oaso people will aot 
doorease their conaanptloa In the vako of rloe la the 
prieo dtto to taxation* Unt on hwaaltarlan groanda^ 
auch taxea should be avoided elaco they affect public 
welfare boeaaae their burden la geacrally paaaed oa to 
ooaaaaera* Slallarly* If the lateatlon of the goveraaeat 
la to tax the prodacers and to redaee their proflta^ It 
ahouid tax thoae commodities for which demand Is elastic 
boeauae taxes laposed on goods with elastic deaaad cannot 
be easily passed oa by produeors to coaaawers* The fara 
pollelea of the gotornaent can also be fraaed In the 
light of ol'Asilolty of doaand* In ordor to eaaaro higher 
gross lacome to faraersf the goverameat aboald provide 
priee aapport because higher prices result In higher 
gross locoaOf for aosl fara products are Inelastic* 
laolastlclty of deaaad also explains the *paradox of 
pleaty*t aaaely, that a baaper crop Instead of beinu * 
eaase of prosperltyt bring smaller total reToaae to Its 
growers. This Is specially so If the product Is perish-
able* elasticity of demand also exerts a powerful 
laflaenee on wages. If the deaaad for labour la Inelastic 
ibe laboar unions can dflmand Higher *ag«« bui If it it 
•lasile, labourers esasol eneeeed la raleiag vayes 
tbrough ihelr aaioaa* Pittally» ibe eoaeepi is asefal 
ia aaderstandlag many types of prices suob aii ibe rate 
of exehaage» the ierae of trade ete«t beeause la these 
eases elastlelty of denand in one eouatry is usually 
eompared with that la the other country. We hafo so far 
discussed only the importaaee of price elasticity of 
deuaad but ve should not forget that other concepts 
such as iacone elaatieityy cross elasticityf share 
elaetlcity, aargla elastlcityt ete.» are equally laportaat. 
Frequently they are nore inportant thaa price elasticity 
of deaaad ia deteraining the volnae ol goods sold* 
ELASTICITY OF 5g»>PLT 
The price elasticity of supply is as iiaportaai as 
the elasticity of demand* It has the saiae meaning except 
for the fact that, in general^ both price and quantity 
aeve op and dova together and hence it has a positive 
siga* The price elasticity of supply is a measure of the 
relative respoasiveaess of the quantity sold to relative 
changes ia the price of the product* Thtts» the foraula 
for price elasticity of supply at a point isi 
Es - Si & Afl • a fl A P & 1 » 
P 
vbere q refers to the quantity sold* 
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The 0«9««lry of th« e l f t t l l e i ty of ottpply vtitoli 
i t s l l g h i l y difforent frota thai of ilio o l a s t l e l t y of 
doaaadf eaa bo ahovii with Uo holp of iho fe l looiag 
Pv«'C p- Kt O fi t - 9 
^ , , : C L X > f ' ^ ' T V 
•^,. A v r / 7 y 
Pl8«r«-9 thovi ft oapply eitrvo vhleh has « • ! ! 
• l a t i i e l i y fti point K, vhoro i t io laagoat to a straight 
l iao ilrawa froai tho origla* If tho aappljr earfo ia a 
atraight l iao tiiroogh tho origin^ i t haa a aait olasti** 
e i t y throagiiOttt» ao aattor vbat i ta alopo ia* Bat i f 
i t ««ta tho prioo axia i t ia a las t i e aad i f i t cuta tho 
qaaatity axiOi i t ia iaolaatie* Tho aboto figaro ahooa 
difforoat ehapoa of a aapply oarvo doooting difforoat 
o l a s t i o i t i o a OTor tarioaa prioo raagoa* It i« porfootljr 
o laat io hotvooa P to A vhoro i t i« horitoatal aad 
porfootljr iaolaat ie betooon C to S, vhoa i t i s tort ieal* 
OT«r Ihe rftage AK i t is ol f ts i ic but beiweea KC i t 1« 
ta t t l aa t i e * Baloa OP prlee tha a a l l e r w i l l s a i l aothing* 
Ha w i l l b« • l l l l a a ta a a l l OQ^  at OP prftea bat i f «a 
vaat klai ta a a l l nara thaa OQ. «a aha l l hafa ta a f f a r 
h l a hlgli p r iaa* Tha a a l l a r aaaaat sa l t aara tteaa OQ2 
aa Kat tar how blgh tha pr lea a io l i t ba* 
Qaaaatr taa l aiaaaara f a r the pr iaa a l a s t l e i t y of 
aai^ply tit any point h eaa ba darivad by tba aaaa praea« 
dara aa «a fo l loaad lo a r r tv iag at tba a l a a t l e i t y of 
daaaad. Tbuay In rigttra«-10 tha a l a a t i a i t y af aapply us. 
h^ > t h.-J>••>•• • ' 0 
/ 
/ 
( i ^ K C 
/ 
/ 
/ 
\x ' ^ > 
^^ 0 M O j ^UAW I / i V 
at paiat k ia {(g ' • Slaaa MC la laaa ihaa 0(;» aapply 
la laalastia. ?9t tha aapply aurva If.S^ iataraaatlag 
tha prlaa asia at K, point U| liaa to tita lafi af tba 
arigia 0» baaaa U^C ia graaiar tban OC) tbaa aapply ia 
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1« elAsiic. For sttppl? curve OS^ cmilng fri»m th« 
orlgtB 0, point II is at the origin and UC In equal to 
OC, Therefore, gl «• 1« If the supply curve is net 
a strai'jht line bat a carved one, its elastlleity can 
be foand out by drawing a tangent* If the tangent 
ents the price axis the supply is elastic and if it 
eats the qnantity axis it is inelastic and no on. Tine 
exerts a powerful influenee on the elasticity of sapi^ly* 
The longer the tine, the aore elastic is tho supply* The 
supply curve in a very short period of tine is usually 
perfectly inelastioi daring this period a riso in price 
cannot attract larger wiount. nut a rise in price does 
call forth a larger quantity over a longer period of 
tlae* At this stage, we cannot disenss in depth the 
deteraiaants of price elasticity of supply sinply because 
ve have not yet diseassed the suo;ily curve itself* Ke 
have touched this point because in chapters to follewf 
there will be frequent use of this coseept* The readers 
should wait till we take up the supply curve and relate 
it to the cost curves aakiag apparent aoae of the factors 
that influenee this vital phenomenon* 
CH^PTEft«»m 
FOSeCASTING OEUANO 
iB ike pr«e«<liag etiapt«r « • Ulaeasaed tar ioas 
eoneepts uscfa l In dvaand a n a l y s i s and indicated thair 
key ro l e in daeiaioa making. To use thasa eoaeapta 
oaa aust kaov the aeeuraia asi imataa of deoiand rala«> 
tionahipa which are exeoediagly diff ictt l t to obtain* 
Since short-run as ve i l as long-run foreeafite are 
sa f f i e l ea t ly iaporiant and warrant devoting attention^ 
an attempt in this chapter is nade to estimate them 
and to consider procedares used in such eslliaatioo* 
To fear the isorsl usnally cnres the vrorst* He 
that f o r e t e l l s his ovn calamity with reaaouable aeearaey 
and makos events before they oomOf doth iwiee endare 
the pains of ev i l dest iny| and be who fai ln to foresee 
what is d is t -ntf often finds sorrow near all hand. 
Bexton has rightly remarked thnt in l i f e , as in chess, 
fore-thought wins. Few things are brought to sttceessful 
end by itspctaous desire bat most by calm and pradeat 
fore-thought. To hare too aaeh fore-thought i s the part 
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ef a «r«ioli and lo ha?* too lltilo is iho part of a 
fool* A aanagorial ooonoaigt wiiboat forotlttouaht 
•eareoly doservos the narae of oeoaoaisl* Sine* ho has 
to doal with forosasilng of doaand ovory aov and thent 
it will ho bofltting If we diseuss the saase here so that 
he Bay prepare 'timself to subalt on etery oceaeloa to 
the aneertalnties of natnre and obtain a greater distant 
good* This will give preeislon, tone and energy to his 
•tod and help hia in reaping tiotory from defeat and 
honoar froa repulse* 
A foreeast is a prediction about the future event 
vhioh is Bost libely to happen under the given conditions* 
In a world where future outeeaes are rarely assuredf 
foraation of soae view, explicit or iaplicit about the 
future is inevitable* This view aay be optiraistie, 
pessiaistie or based on hunches* Soaetiaes ithe speeifle 
view that is tuken makes no significant ^fiforenee hoeaase 
it is easily adjustable but aany a tiaes whe» costly 
resourees have to be irrevocably eoanitted on a onee-and-
for-»all basis, it aakes a great deal of difforence to 
the fortunes of the eoaeern. If the deeisioos go wrong, 
they cannot be aodified or avoided without cost* There 
are thus good reasons for taking up an organised systea 
of foreeasliny seriously rather than basing it on 
intuition or ^uosses. 
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For«easilng as a ««paraie ranetlon of aaaagaaeai 
la ttia ofr-«hoot of ibo 1930*a doprotaloa and ibo rtorld 
War II* Boforo Ibe great doprosaion only a fov of ibo 
•oro progrosolfo organiaatioaa rooognlaod biislaoao 
forooaatlag aa aa ioiportaai tool of aaaagoiaont* Tko 
flaaaolal losooa ioeurrod by varioiio orgaaijiailona dao 
to the laek of proparednosa eorapolled aany oraanlaatioae 
to aboadon foreeastiag laotboda of ibo I920*ii and Instoad 
dlaeover ao« aetbods baaod oa a aoro ratioaal aad dopoad-
able foaadatlon. Boaldoa thlo» tho probloiaiB of poat-war 
prloo hikes and the aev eoadliloas brought about by the 
World War II led aaay exoeailves to orgaalae foreeastiag 
research and praotlee oa aev and selentifle linos* Host 
of the eoaeerns started with sales foreeasts since tbey 
were moro tangible and directly usable* Sales foreoa«)t 
beeaae the basis of the foreeasi of anaaal tncoae as well 
as a function of aeeounting and treasury departnent* la 
the preparation of sales foreeasts the help of the sales-
aen vftt«tmken but Inter on it waa realised that they 
were bardly interested in aanagoseot probletas* Sales 
foreeasts for periods beyond 6 uosibs or so did not arise 
any enthusiaaa in the ainds of typical salettaeni eonse-
qaently, aaaageDent felt the neeeesiiy of speeialiaed aea 
aad aetbods to improve ibe accuracy and depeodabiliiy of 
the sales forecast based on the o|tiniaa of salon force* 
-(130)-. 
TbM market r«aoarch booaa* a reoognised fWBctioa of 
field aad sales etaff. At time paeeed* even the best 
aarkei-researeb Job proved Inadequate in the wake of 
nnexpecied ehanges in yeneral busiaees coaditloae* 
Many companies that relied pareljr on sales foreeasts 
and Ignored general business conditions suffered severely* 
They realised that market research alone was not suffi* 
cleat* They finally ofaployed professionally tralneu or 
practically oriented eeoaoaists and statistieiatts to 
stvdy and practice the art of forecasting geaeral 
basiness conditions* Thus aarkei rea Mireh and the 
preparation of sales foreeasts beeatae separate froa 
the forecast of general business conditions* 
FOBtiCASTIfild AS \H MO TO XW'AGEr^iWf 
Notwithstanding the ansatisfaetory stale of fore-
eastlngt it should be noted that foreeastlag by soae 
ieehnlqae or other is highly essential* No baainessaan 
ean eseape forecasting* The qaostloa that he faces is 
not vhether be should forecast bat rather, how should he 
fereeast* Re can forecast by h«aeh» Intuition or by 
judgeaent or be can bring his methods within the aore 
definite and tangible boundaries that goversi business 
activity and can be stated in oeasarable terma* Uoorga-
niaed forecasting is too often a guessing gcuse* It is 
the product of personal Judgeaent er of eeamoa sense 
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or of mftiiir* «xp«rlene«f luid is too froqaentlj batod 
»• « •fetl of ibo aarkot* or on iho *slxili sons**. It 
to aore on arl than neioneo and liko other arts It 
soodi no adfoeato and requires no Justifiontioa* A 
fov foroeastors of this kind may be qaite auceessful 
bat this sttb-eonseioas psyehic type of foreeaAtint] 
fails when «e apply it to vast majority of business* 
Although no foreeastinfi syslea is Infallible yet the 
eysiea tlrntt is brought frithin the tangible and definite 
boundaries of an organised aaaagenent fuaeiion is better 
than pure guess work* Ibere are two aain reasons vhy 
forecasting should be taken seriously* In the first 
plaee^ it is a part of bnsiness aaaa<j*e>cat froo which 
there is no oscape* Seeoadly, except for the rare fore-
casting genius any organised plan is certainly better 
than no plan* 
II is true ih?ii organised forecasting syslea is 
not •<ioally necessary for ail types of business cooeerns 
especially thoae th»t are tuo small or their operatioas 
ars so simple that they can be planned and controlled by 
the foresight and ability of one chief exocutive* Dut 
as the business grows in sise» in complexityt in the 
larlety of products and in the extent of decentralisation. 
It goes far bsyond the physical and mental powers of one 
man an^ t organlsec! forecistlnij heeoaoA a »epar''?o raan"! ©rnenl 
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f«aettoa. There are varioae reasons irhjr good fore-
oeetiag should eonetitate the core of naoaaemeat. tor 
every effoeilve ana Intelligeat plattnlna of on enter-
prlae a reasoaablj aeeuraie foreeaat of the tread of 
yeaeral eeoaoaj aoti of the sales incoae of the eoneera 
is a aast* Uanayoaoat oanaot act oa the sf^ ur of the 
Bomenta It requires plaa and ausi also foreeaat in 
order to plaa to achieve the planned objeotives. A 
well-coaeeived bndgetiag of costs and profits backed 
by s foreeaat of saaual sales aau prices is aost vital 
for the eoatrol of basiuess thr lagh a bad^etary progra-
wae* It not oaljr redaees the area of avoidable risks 
bat also limits the area within which reason and Judge-
aent caa be the only guide* Hultable foreoastlug Is 
aeeded by aaa^yeiaeat to ateibilise prodactian and employ-
aent over tine* Iroalng oat of variations eaosed by 
seasonal aad oyclieal flaetoations is necessary to deal 
with aaay problems created by riaidities of labour* 
A dependable sales foreeast for long tens coapaay orowtb 
is also necosssry for future expansion and arowtli. It 
helps in planaiaa of long torsi Investment >c>rograiane as 
veil as in stabillsa ion of aagregate employaeal with 
a view to satisfy organised labour and to ';iacify public 
opiaioa. It is the key to sales budgeting which la 
tarn deterniaes the prodaetioa aad inventory plans« the 
- ( 1 3 3 ) -
qttaaiwB of eoAte and the l eve l of efflnloytacat. a l e s 
budaets are a l eo ueed to coopate standard ooete aad 
variaaeea and io eatabl iah p r o f i t goula^ enisltisl 
bttdgetn aad foture eaeh flovra and seareea of fanda* 
The s a l e s forceaats aad s a l e s bud<jeis v irtuial ly regula te 
a f a c t o r y ' s op<sratl>ns^ Improve ttie qual i ty of business 
doe i s i^ns and tbas Ibeir i sportanee can bardly o over* 
eaphasissd* 
Control of inveo tor i e s based on past a o t i v l t i e s 
e i t h e r reaultfl in to l o s s of s a l e s aad co^iipetitive p o s i -
t i e s in the wake of an increase in the narket detannd 
or into taoney l o s s when deaaad f a l l s sadden)ly» t r a d i -
l iot ial systeci of inventory contro l genera l ly le^itds to 
l o s s e s * ^ s a t i s f a c t o r y method of l a t ea iory eontro l of 
rav a a t s r i a l s y seai-»f iaished |»rodttets» f in i shed gooda» 
spare parts aad «orh«>in«-proees8 shoulc! depend upon 
s a t l a f a c t o r y f o r e e a s t s of fature s a l e s of raw raaterials» 
parts requireiaeots and the ir pr ices* The ase of s t a n -
dard cos t ing for purposes of sett intj pr i ce s aad contro* 
I l ing flosts aad expenses depends on s u e c e s s f a l fore* 
c a s t i n g of i roduct ioa and salon* Noriaal voliime of 
prodactioa should ne i ther be ^et loo hi<jh nor too low* 
If i t i s s e t too high* i t r e s u l t s in unabsorbed exponsOf 
hiyh variaueesf low standari c o s t s and the danger of 
f i x i n g p r i c e s below real eo^t of production* As agaiast 
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thl0» a low aoraal Yolime of prodiiclloii l e sds to over* 
absorption of eiponae«f iti^b atanilard oostn and e a t a b -
liafaing prleoa tti^t are unaeoeeaarll^' hlyher* 
Good foroeaa t ln j aeoda toan work onoito far iouo 
depariaonta aneh as general bualneaa roaoareli and aarkoi 
ronoarchf e i l e s y production, planniaQt aeeoanting and 
f iaaaee* Orgaaiaod foreeastiotj s&iould lead to the 
forecas t of oeaeral bualaeea oonditloits on which the 
eonpsiny oalea forecas t .^ay he e r e c t e d . I t ia the aalee 
forecas t ehicb r e a l l y supporla the eocaplete onper* 
a trac iare of r iuaac ia l foreeaat and budgets and alao 
prodttction foreoasta and seheJuloa with the ir array of 
parehasing, eaployn&nt and Inventory plana* 
i^ INSS or FQR»:CASTS 
Daaieal ly there are two types of foroeantai 
external and I n t e r a a l , Kxteraal t'oreeaat dea l s with 
trends of general bnsinesa or with the foreeaatirig of 
aggregate s a l e s of the uholo inUnatryy whereas the 
in terna l f o r e c a s t s Include a l l the f o r e c a s t s tbut are 
re la t ed to the operat ions of a par t i cu l»r enterpr i se* 
The usual s trnet i ire of those l a toraa l forcci is ts i s AS 
asdert 
I* forecast of anuaal sales; 
2* Forecastiag of production groupt 
3« f«rMia«i of pr«diiet*t siaadard e««i« aad 
variuioaaf 
4« P«r««a»t of operatino profit or lossf 
S« fero«3st of taxablo ineoaof 
6* Poroosfli of oaob roooarooof 
7* Foreoaoi of eaah roqalroaontat 
S« forooaai of sew eapli^l roqairoMoaiot 
9« Forooaat of ehangos ia aaaoia aad liabilitioaf 
10* Forooaai of ambor of oaplojrooo aad vorking hoaraf 
11* forooaat of raw aaiorlal prieoot ra« aatorlal 
roqttircaeaia} aad 
12* Forooaotlaa of overall iavonlory poaittoa* 
Bxieraal foroeasia or aaiional group of forooasis 
aro aaaally propared by eoapaay roooareb niisiff or by 
oaialdo eoaaalianta to gatdo aaangmioal in dotoraiaing 
polloioa aad la proparlng aad approvlog eoapaay foro«* 
eaata* It aalaly doala with goaoral boaiaona eonaitl as 
or ladloos of prsdsctlos* Slallarlyy iadsatry or aarkot 
0roap forosasta aro also proparod bjr tko aaaio atai'f as 
•oatloood abovo to dotoralao ooapaa/ forosaats of oatput 
as par ssat of total oatpat or total voloao of irads sr 
total aarkot. It alas doala wltb sow ardors aa volt as 
lavoatorios* 
As agatsst tbist inloraal or coapaay groap laeludos 
varloua forosaata aaeh as saloa oroap» prodyctloa group 
aad flaaaolal group. Saloa groap doala with dollar 
volaae of aoa orders roeoived, dollar volaao of bllliaga 
to eaatoaora as vsll aa physieal or dollar volaao by 
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prodaet grouptf sales tsrriioriss* aanufacturing 
faollltiss, i'lnishsd goods prioos and Infontorios* 
Theso feroeasis are preparod by markol researeh 
dopartnent or district oianagors or sales slaff or 
fiaaaclal or planning organlsnilon* The basle purpose 
of sttch forecasts Is to julde plaaninj of coapany 
operations sueh ss salesf production or finanee or to 
determlBe production sehedules* sales qnotms and other 
expenses including advertising budgets or to control 
finished goods InTeatories* Proditciion (jroup nainly 
desls «ith prodnctlon in physical unlts» aaehine or 
•an-honrsf workers eo8t» work-in-proeess inTontorleSf 
raw aaterial iavealories or appropriation requests for 
new faeilities. These forecasts are usually prepared 
by production or planning departnent or by l^ udget depart* 
Mont or by oagineering departaent* The purpose behind 
saeh foreeosts is to guide production and inveatory 
plaaaing^ to deteraine production sehedule^or eqnl{»ent 
requireaent or profit or loss budget or to coordinate 
predactlon and financial polieies with respect to eapl-
ial expenditures* These foreoasts also deal with the 
nusber of eiaployeos and working hours and prices and 
requireaents of raw aaterials« Such foreoasts help in 
foraalatlag omployment polieies as well as la purohasinj 
policies and planning. These forecasts are sither 
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prepared by produetlor^ dvpartnenl , planalng departnttiitt 
i a d i i t t r i a l r a l a t l o n s dapartaaat or bj a ta i t i a t i ea l and 
•eoBoale d i v l a i o a . Ftaaaeial a^oap daals with eompaay 
p r o f i i a and loaaasf d lv laton of operai lag p r o f l t a t eaah 
poai t loa^ now c a p i t a l roqulroaooto or vltt i o v e r - a l l 
iavooiory p o a l i i o a of ibo eoacora* Thoae foreoaata are 
prepared e i t h e r by the o o a t r a i l e r or treasurer to yaide 
•aaaoeaieat to e a t a b l i s h departaeotal espeaae budget or 
to eatabl iah operating a n l t * s p r o f i t ana loaa badget 
or to galde aiaaagmaent to detera lne tho neeeaai ty for 
loag- tern aad short-teria c a p i t a l requlremeats of the 
ooneerR. 
Re^ore atieuiptlay the taeiboda aad itectiulquea of 
f o r e c a s t i a j t wo should cons ider the relevance of t l a e 
period beeauae the aeeuraoy of forecas t depoaJo large ly 
on the forocastla«j horlaon} shorter the length of 
periodf b e t t e r i t l a . How far ahead a f o r e c a s t oaa go 
depends upon the nature of business* Thore Is nothing 
stored about t lao periods* Short tens f o r e c a s t s cover 
aay period upto one year s i n c e po l i cy changes perta la lno 
to taxatioOf s i l e a proaotlony ete*y cannot be predicted 
for more than a year* Out long- tera forecaBts cover a 
period up to IS years or so due to the ir c l o s e l ink with 
c a p i t a l expenditures and tho long l i f e of f i^ed aasets* 
- ( t 3 a ) « 
B«7«nd flft«*n years lb« futiiro bMoaea to oatertAla 
that the proj««iloa bO€Mi«« dubious. Csp«rl«Be«4 asa 
iafomad jadgnaat i s s a s i asaaatlal for shorl^iem 
foroaasiina s&naa tba foraaaaiar mostly daala tritb 
pradacitoa policy^ coat radaatioa dovtoaat invaniary 
aaatrala» priea adjasiaaats and aatllng of salas largsis* 
For Iaa9»tara foroaasls raliaaea i s gaaerally plaaod oa 
s t a t l a t i o a l deviaas to idontify tho varitiiloa Ihat 
affaet ibo socia<»psyoholoaieal aapaata* Tba foraaastar 
asually iaeklas probloma eoaoaraiag ibo loag-lerBi <la«aad 
pateniial» eonpei i i i fa poaii ioot isaa-poaar plaaaiag aad 
laag*lam f laaaeial raqoiroaoaio* Bxpariaaaa rstaala 
ibai laaf|«»ierai foroeasia uaaorally eoaeaairata oa Ibo 
oatabliahii«it of iroadsy vbaroas suort'»lar» feraaasia 
daal v i ih iha dofiailons fraa irandat haaaa 8uori«*iam 
faraaasia are l lkaly lo ba :.)ora aaearaia ibaa ihaaa far 
laag parioda* 
Saloa faraaastiag cao ba aadertakaa at naaro 
l o f o l , iadasiry lotat aad firm iaval* tlaara«»aooBo«i« 
foraaasting daala a i ih gaaoral aeonooiia aondiiioaaasd 
i s asaaared by an appropriate iadex of iadas ir ia l prodaa* 
i i o a , aaiional ineoaOy onployaeni or oxpsaditara* 
Eiiarnal influonea coaearning tbe yeoeral buaiaaaa 
eonditioaa greatly influeaoa the general l e t e l of dMuiad 
far pradaeis aaeb aa eoaaaner darables, aoiistrHCtioa 
aad oapital eqaipaeai* la addition, flttetnalions ia 
disposable iacaaa aad ie l i f ing staadarda oaa alaa 
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rasul l la a a^arp apwartf or devavard traadi la tha 
damsiad for oiany prodaeta* la aaaa af fav prad«eia» tha 
daaaad laya bahlad abaagaa la tha whala aaoaMiyt tianea 
i f «a hava aiaera aaiiaaiaa «a ean pradici iha tikoljr 
chanoaa to iha danaad for iba prodact vhoita daiiiand la 
to ba foraaaat* 
Mare aiady of the Droad aatlonal agtiiregatas la 
aot aooutjh for speelf le pradletloa la man}' Industrias* 
Othar iaforaiation whleh haa a apoelfle ralavaaoa to a 
partleulAr Indaelry tayat alao be takes Into eoaaidara-
tloa* For axa„^ple» tha prodaoars of autosioblle are 
partieularljr iatareated In ohanges la tho«(]a aenpoal-
l ioa of tha popalatlon and tha axtaat of ehaoga la 
aonaaaer Inatalaent debt baeoaaa thaaa factors have a 
eoosldarabia affaet on the aalaa of autoaobllea* Seaa 
other aaans of foreeastlna must alao be dleeoterad far 
pradaeta vhoae ordering depends apoa tha (ipaelfle policy 
af a particular fins* Maaagaaent la ^oatlly Intereatad 
to evalaate the tapaot of Ita ova aatlona as well aa 
the af feets of oatalda foroea oa danand* It raqalraa 
apeelal teehnl'-aes to «aet the peeallarltliea af tha 
al taat loa ao that the reapoaae of deamad llo e^  aages tn 
the manlpalable tarlablea laay be dateralned* Suppoaa 
aanagaaicat daelraa to foreeaat iha cpaatlty af aalea» 
vith a l l eoatrolli ible t i r lab lea aaaaaed to be coaataat* 
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Xi isasi de terra In*, by vliaiever aoans are a t a i l a b l e f the 
iopaet of changes tn Incmiey tAete«» leebnology and 
oompetlt lTe e t r a l e g l e s beeaaae thei^e ontaide tereea 
are niost i a f l a e n t t a l in a f f e e t i n g the aalea of a eoacern* 
Another factor which la o q a a l l j Important Is the 
nature of roreeaet* Should tho foreeaat be general or 
e p e e l f l e ? General foreeaat g l t e a the g loba l ptctore^ 
and aiKterataodiog of the envlronaent in vhicb the 
buaineea opcratea, an enviroasient la which the agaroQate 
a e t i v l t l e a atieh ae i n d n s t r l a l t>rodttetiott» gross nat ional 
product e tc«^pla j an laportunt ro le* The firm raay find 
such foreoos i a se fa l s i n c e i t provides the bas i s of 
f o r e e a s t s and glYea d i rec t ion as wel l as the magnitude 
of change, but i t i s usualljf broken into eotaraodity 
f o r e e a s t s and forecas t s ^y zones* llany firtas adopt 
the s i x of both beeause too much g e n e r a l i s a t i o n obseares 
the real p ie tnre and too l i t t l e provides i n s n f f i e i e n t 
bas i s for planning ani exeent ion* 
I t i s sonetimes s ta ted that the f o r e c a s t s should 
not be attempted s ince most of theta are botind to be 
wrong. There may be aosie trath in the arjaaent If the 
v a l i d i t y of f>reeaBt ia thought to depend on i t s c o i n -
e ld ing with a c t u a l i t y * I t i s a f a e t that a l l types of 
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oateoctea cannot bo for«eo«il Asd iiiooo Itial are foreoast 
••l«ioa prove hsodred p«re«nt oorrooi* Ktrstlyt boeause 
the ttoderlyina phenoaena do not ttefaavo in a aaanor to 
warrant the uao of in form "it ion froa tlio past and 
proaent to obtain rellabt<i prodictlons for faturo* 
Socondly^ the pheaoaoaa atgttt bohafO aeoording to soao 
to t pattorn bttt oeonoalc aetonoe doea not poaaosa tha 
nooaaaarj toola to disoover llio saao« Laatly^ thara la 
a look of faetaal data la a aaablo fora »bieii eoaea la 
th« vaj of rollabia prediction* la tbo natural aelaaeea 
tbe fataro la mostly doduetblo* S'^ or aiainploy «e caa 
aay with eartalaty that after alybt thora wonld be a 
day and that i\ni velocity of l labt «rlll r^anla the saao 
oven toaorrov* Qvti oeonoale re l» t l >n«hlpa arc not ao 
eas i ly deduclble* Thay are approilaatlona or aero 
yenorallsati nt they have to be aodlfled In the l ight 
of < hanalncj condltloaa* lionev^rt ib0 viev that oeonoalc 
evente can be forecast depcnda U(>on the aaaiiaptlon that 
econwale eveata have aoao coatlnnlty and that the paat 
and preaent «i&n t e l l aonething bat not everything 
about fotare . If we do not asaotae this rolntlonahip 
between past and falure there wotild be no baala for 
foreoust and »e ahall have to leave the anticipations 
to the gneaa work. 
In atteaptino foreeaata. It la silwairn useful to 
r^cojnise Iheir lisiit . itloaa since no forecast ia aholly 
->(142)* 
e o r r e e i •xe«pi b<f ehanee* Ae laa l l y the purpose et 
a foreeast is not to a«hiovo eo^pleio aeearaej but to 
radiie* the oargla of uncertalatjr ibout f i t turo* Tho 
forecast should bo trndertakOA to convojr that a l l tho 
oi ikter lal iz lao talueo would on an averoao l i « aearor 
the t ruth or it I t profoa dead thoy would oot bo too 
roaoto f roa tho foroesBt f lgaros* The tea l of jadaioa 
a forooaat la srhothtr i t on bloa bot lar doeilaiona to 
bo Bodot wbethor I t roaul ta la aore p r o f i t a beiag aade 
than uaiag toohnlqaes bated on yaaaa vork* Fol loviag 
ih lH reaoooitig i t appoara eoasit<lo to aajoottt thn t 
f o r o e a s i l u j ia arerthwhlle i f i t a «ee imi>rovoa the 
qaaal t *y of doetatMia by ioeraaaing iho aecttracy of 
aasumpftons about future aad oaly I f tbo ineroaao ia 
the p r o f i t that roaa l ta f r o s iaiprofoffloat ia forea ight 
exeeoda tho eoat of aakino the foreeaat* I f the f o r e * 
eaata <'!o not resu l t in bo l te r p ro ' l tOf than would have 
been a t ta ined without therat there i s no use in foreeaa-
t ina but i f i t ineroaaea p r o f i t s i t i a uaeful to jo on 
naiaa I t apto the point w()oro U s m''r0iiia1 cont i s 
equal to i t s aarglnat revenao or tn other «ords "the 
ad i l i t iona l east Jaat o f fse te the iaerease in re taraa 
that r e s u l t * " 
Foreaaalis go wroa^ due to fandamoatajl reaaoaa 
lahereat ia tho nae of the teebaiqaoa of roreeaat lng* 
For «iaffpl«» aaay forteawters presua* a def lni t* r« la -
tlonohlp between oertai i variables aeeli as itales and 
iaeoaet sa les aad adverilseaent which i s only a rough 
•pproxiaatloB to the trae relatlonatatp thai ex i s t s* 
ID tbe f i r s t Instanee^ saeh relationships are «stab«> 
liohed frees past data ehich are subjeei to errors* 
Seeoadly, even If It i s not Inesaet ia some respects* 
i t does net follow thai i t wil l reaain the aane ia 
faiaro at aiueb the saae level as i t has reaaiaed in the 
past* Thirdlyt aoae variables that are oxoaenoaa l i e 
oatside the systea of predictioa and beaee (they are 
anpredietablo* 
Aaother type of error Is coa>i?only kaoun as eeonoaie 
error which arises oat of the foraalatioa oir inappro«* 
priato relati>nahlp t>etween Viriablea* For example, i f 
we base our foreeast only on Jetroa'a saa spot theory* 
which hardly shows any speeif io correlationiihip belweea 
aaB*s spots and growth and detay in businesii» i t i s aest 
l ikoly dooaei to failaro* \aothcr e lass of aueb errors 
refers to the measarabillty of the pheaoaenoa* There 
are so naay variables which affect foreeast such as 
fashioaf at t i tades and iatentione of bayero^ a l l of 
which are relevant but they are imposalble to eoapile* 
St3ti . i t ioal errorn also afreet the accuracy of foreeasts 
- ( H 4 ) -
!» •«•«• • aaa j • t a t l « i t e a l t««liiilq««t are b«»«d oa tbe 
assaapiloa iha i tke obaarta ta laoa of t a r i a b l a s nre 
lad«paa<i«nl aad heaea tba arrora la var ia l i laa iao are 
tadapaadaat of tha valaaa tbat Ilia t a r l a b l a a aaaaaat 
I f tb ia daaa aot prove earreat^ aartoaa eaoipllen t ioaa 
•ajr r e a u l l * Uaay a i a t l ^ t l e a l errora are eawaed by 
e l e r i e a i « l a i a k e ar by ibe aagllgeaee of ihoae tha i are 
depatad for a o s r i l t n g ibe d a l a . Vorj of tea the data la 
eoaiptted by aa«pltag proeedaraat vbiab tniraduaaa i t a 
•«s qaaaion of er rora* The auaple nay be aUtber poorly 
draaa or «ay be aarepreaealat lve lo tfae aeaue that I t a 
e b a r a e i a r l a l l e a aay not be Ibe aaaie aa I b a l of popala* 
I l e a f raa vhleb I t l a drava* Although the iuscaraay of 
the aa^ple eaa be iaereaaed by loereaalag llic al^e of 
Ibe aaiaple ba l at the aane tloie la rger aanpllea aeed aore 
eea l aad laore eare* Tbua In tbe vake of t l u l l e d reao-
areea aad l i n e i t aay not pay to apread the apaa of 
i a q a l r l o a too widely* 
Foreea^ta per la la lag to e a p l l a l gooda are l i k e l y 
to be la e r ror for aaay c a p i t a l gooda aot only take 
aiore t l «e to prodaee bat are alao oxtreaely durable* 
Dttrf tbl l l ly of ibeae gooda r e a a l t a la l i t t l e replaeeaeai 
deaand ableb f a r t h e r ooapl lealea tbe foreeai i t lag 
prebioA beeaaae the root of tbeae d i f f l e a l i l e e la that 
the loager the period the aooarta ln l a tbe pred le t loa* 
fery freqti^ally «• ebserfc a atibjMtivo olcweai in 
forveasiing* For examplat for««ast«ra moaily pietara 
tha faturo aa balay ralaiad la Iba ifflaediata praaant 
or io a aaqaaaea of yeara* la baalaoaay hovef«r« i t 
la aot aafa to rely too much oa tho aoBtlaolty of 
history* tlut iue other dangar ia that ^e otay adopt tba 
ops»oaiia axtrama and regard tbo foreaaai aa ibe prodaci 
of iba oxperi Jadaataoai* Tba rota of j«dgaraoat in 
foraeaoiiag la v i t a l l iho oiber tvo baing i» femai |oa 
aad ana ly a la* Vfhai ia requirad la *«on>o eo« O^T; aeaao 
•aaa betaaaa para gaaaalaci and too laoab «aiha«aiiaa«* 
Tbera &r9 alvaya a oonaldarabla varlattoo lit tha aaeii<-
racy of foraanata* Nateribeleaay aueh foraaaatts ara 
Invariably battar thua tba para gaaaa work. Tha 
aaeertaiotiaa that raaala 'o aot aappart tho eaaa for 
tho abaadoaaiaot of s e lant l f l e aad orgaaiaad foreeaatlag 
bat ara roaaoaa for altonpting to Issprova l i further 
ao thai It aay giva baiiar roaulia* 
CtlTERIA FOK A GOOD FO^ tCCA^ Tl^ U PRQCEi»gRK 
Thoro ara varloua waya to aako a gaoan aboai 
ftttara* Hov to piek up tha bast er l i er loa for toailag 
tha ttsofulnaaa of ibo forea-^aiino prooadaro dapoada 
apon eoaty approprialoaaas* afrielettoyt afclll and 
aopblatlaatlon. In itia following aaetlon« ae aro 
- ( 1 4 6 ) -
(Jlsettflsiau eerlain te«haiC''kt uod eeoamale itrl iorla 
for aeleating Ibe ooat <J«8traE)l« f>roe«4ure for a 
particular deaaad sltttatlon* 
Tue metbod iaM«t be suob ih^it the exeoutivee who 
aae It oast be able to HRderstaad It and atisi be 
e l l Una to hate confidence la the teeltnlqo{^8 ueoa. 
Esperleaeed exeeutlves ueualljr have a "market feel** 
but they eaauet interpret It e e l e n t l f l e a l i y eo as to 
brin'j It v l tbin the pnrvlew of o a t r l i aluettra, d ir iereo-
t i a l equation and other forise of higher •aiheaatlea* 
PIsiaelblllty reqelreaenta can Improve the ehaneea of 
aecuraey If the esperleneeu exeeatlves nnderatand and 
aeeept vhat their epee la i l s ta do to estloiate the dOMaad* 
UathOQatleal and eeoaoaetric nodele are certainly 
useful but they are Intolerably cosplcx. to those 
executives who have a pathological fear of aalhcaatleB» 
these melhode vonld appear Latin and Qreek* The 
procedure shou.J, therefore, be simple and easy so 
that the mana<;jemont nia^  appreciate ami auderataad the 
procedure adopted by the forecaster* 
- ( 1 4 7 ) -
Fortt«a«tifio tttohiiiqutfs Involve eostsf «oa« 
ieehftlqvea are re lat ive ly eos t l e se and eomt nre 
oos t l l ee t* Tha«» there i s always the queaiion of 
bov Qaeh noaey aad ef forts ahoald be enployod to 
obiaia the desired rosttlts* Coats oust alsays be 
veijhed atjaliist tho returns fron the foroeasis* The 
ideal sysioiB i s that ehich y ie lds retarns over coats* 
There Is no gala ia parauiag a proeedare ehieh 
provides very high level of aecoraey at the expeose 
of great cost i f the forecast i s ins iga i f icaat 
becaase thetse seperior aethods of foreeasting voald 
eost aore thrm they are worth* Bat If the accuraejr 
of foreeast ie bouad to oako a s ieseable eontribstioa 
to profits by iaprovinj the quality of doeisionSf the 
foreeaster would be Just i f ied to s e l ec t the so>>biati«* 
eated aethods iavolving great cos t , 
Tbe problem of aeearaey caa only be answered 
in terms of eost because tbore Is always a cost for 
preeision* Tbe decisioa eoooernlng the precise 
aensure of accuracy ffiUHt» iboreforOf be jud^jed by the 
relevaat rules of econ<Miy« By acoursey hero »o ac»as 
the cotaparisoa of the aodel with real ity* Hoae check 
-(149). 
ot aeeoraey of past perforaiaae* against th«» pr«s«Bt 
liapp«filBg and of proaoal foreoooi atjainst tho futaro 
prodtetiono io raoal doslrablo* After eforif Xoreeast 
dovlatloaa aHoald be stadied and Ita prodlotlvo 
aocnraey nnat be improved la the lighi of i^ he aire of 
the eoeffleleaia of ineqaallty aad average aevlattoa 
of predlotloa froa aetual valaea eie* 
The qttoat for retevaat data eierta a coaataat 
• train on the aind of the foreeaater. lie always triea 
to eolleet the aptodate inforaation bat aoatly bis 
foreeaat ia baaed on the ic»aodiate availability of 
data* The teehaiqaea adopted by the foreeaeter ^ust 
be each that they taay yield aeaninaful reaults quiekly* 
Those siethoda ehioh nrm tiae ooasimlntf preduee asefnl 
taferaatioa too latef by the tiae saeh infoirnatioa 
reaehes the heads of foreeaster it beeoaes neaoingloas 
for purposes of deeistoo nakiag* 
&• mutual LiTY 
mie d u r a b i l i t y of foreea^t is quite important 
f o r i t deteraines the allowable eost of the foreeast* 
Ceaplicated re la t ioash ip between a large aaaiber of 
faetors a igh t hold bet ter ehaaees o" saeeess bat thore 
are reasoas to bel ieve thai foreeaats would be aore 
-do). 
(Ittr*bi« I f ih«]r aro reaaonably t i a p l * and a r« baaad 
oa U a s i a b i l l i i of tha andarlylito var lablaa aaaaarad 
l a tha paal« Tha nora ta r l ab tas ara vi99^ iha aaaiar 
do Ihay baeoaa aabjaet io anavoldabla asd iiidataral«> 
aa ia a r ro ra * 
P l a x i b l l l t y ta tba ofr«-oboal or d a r a b i l l t y or 
la olhar words i t ia aa a l l o r n a t l v o to g a n a r a l i t j . 
Booisaaa plaaa aiaat taka into eoosldoratlon tho a laaaat 
of aneartalatjr that Is attaehad to tha fa turo aad 
provldo for a dagrco of f t o x i b l t i t j r la oporatloo* I t 
•ay be ohaapar to prorlda a aargla for th is f l o i l b l l l t j r 
by taking Into aoeoant a ranga of ootooaa tiHaa to 
Inprova tho aoettracy* I f a long laot lag fa i iat lon baoad 
aa aa ta ra l foreas aad human psychology to sot ap» I t 
woald ba fnadaaoatai la aatare yet I t vaald b« hard to 
•aaovra aad thaa aat vary h a l p f a l * ^A aat of var lablaa 
whoso o o a f f l e l a a t s eoald ba adjaatad f roa tlma to t l aa 
Io aiaot changing conditions la a aiora p r a e t l e a l way ta 
a a l a t a l n in tae t tha rout ine proaadare of foroaastlng**' 
• • CO?ISI?iTEitCY 
The foresaatar has ta deal with ta r lous ooapaaeats 
which are latardapeadaat* I f ha does not anke adjastaiaat 
! • Oeaa, Joolt o p . a l t . f p* 176* 
«.(iso)«. 
i n •»« ««aipoa«iit to brtag 11 In l i n e v i l l i « foreeast 
• f an^i i i t r aad go on fli«ktag aaoooodlag adjaolaealo of 
i l i lo oat«r©y ho «oald aehiovo a «holo vhicli would 
appoar laeonsts loat . For oxaaplOf Iho fforoeaat lovol 
of QOforaaioat oxpoaUltare aaitl bo aoasla ioat a l i h ilio 
t o t a l forooaat* I f the o v e r a l l foroeaat o i h i h i t a 
aaonplojaoQty a rodaetioa la taxoa or increase ia 
goveraaeat epoadiag on public vorka a i a h t he lamlaoat . 
S la l la r l j ry i f i t ahove i a f l a t i o a a r y preaaanat eahaaoe* 
aottt of taxoa aad redaotloa la apeadiay aigiiit be in 
preapeet* 
i^ STilOPS OF rOSECASTIKG OEMAWD 
*Oeapite the d i r f i e a l t i e s Involved^ pttrt ly 
iaherea l t pa r t l y la the a v a i t a b l l l t j r of datft» aad 
p a r t l y la the theory* rar ioaa teehaiqaea to e a t l a a t e 
deaaad with raapoot to e i t h e r the eeoaoay aa a vhelOt 
aa iadaslryy or the i a d i v l d a a l f i r a hare beea developed 
which are e e r t a l a l y aaperior te aheer gaeaaea* Although 
theae toohalqaea d i f f e r widely yet they eannot be 
regarded aa a a t u a l l y exe laa ive* la aaay organiaat loaa 
aoat of thea or eioa a l t of thea aay be eaployed with 
rary iag degreea of aophia t iea t loa* faQdaaeatal ly there 
are two approaehea to the foreeantiag of deaaad* Oae 
l a to obtain la foraa t ioa d l ree t l y» without p a r t i c u l a r 
refereaee te the varioua fereea wbleb go to deteraiae 
- ( 1 9 1 ) . 
i n * d«a«atf« Tli« other i« lo « s l k i a l « tli« i i f f«e t« • • 
tk« ear te of «haBa«« la i h * «Arl«tt« <i«l«ral«lBg f«r««t» 
tak« i s lna ly • ? ta eMublaatloa* l a Ilia f i r s I elaaa 
• f aetliattat ibara ara iva »alB aabdivlaloaa* Tb« f i r s t 
aat»«Kllvlaloa laeladaa Market raaaareh, aarvajra^ aeaaaala 
I n t a l l l g a a a a ^ a l e * * « h l l a tha aaaaad a a M l v l a l a a aaaa 
th^ l i l t t o r l a a l data eoaearalaa aat loaa af bayara ta 
aaggaat tha l^val of f a t a r e daoia^ad* Tlia f i r s t aethod 
taada la aa aa l tab le fa r abort<»tam» vhareae tka aaeand 
•ethod taada ta be aaad fa r laag tarn faraai^ai lag* in 
the aaeaad elaaa af isetbede aiaeb depeada aa tha e l a a a l * 
f l e a t l o a •{ t9r999 ( ie tera la lag eoaaaaiar dMi»nd« I f the 
a l a a a l f l a n t l o B of fereea laelada IneMia or prlae» they 
aaa be t reated q u a a t l l a t l v e l f « bat I f thejr laelode 
taa ia pat teras I t Is leas appareat ho« they oaa be 
aipraaaed qas^at l ta t l fo ly* !*rag«attc aaalyala reveala 
that t h a a r e t l e a l dattaad faaot loa ta aaaal ly eoapreben** 
a lva aloea I t laelvdea a l t the foreea that aia^ larittenee 
the ealea bvt I t ta ahal raet* Far p r a a l l e a l parpoaea 
ae abaald aa leat only those denand detera laaata that 
ara " t a r l a b l e f tapertaaly aeaaarablay tadepesdaal sad 
eaa t ra lab le by •aaaganeat** Besldea thla» «« ahaald 
"eaaeaatrata aaro oa aoaeoadlt toaal foreaaat lag l a v a l v -
tag tha eo t taa t loa of the ehaages In the lod«peadeat 
var lahtaa thaaaeleea** rather thaa the eoad l t toaa l aaa 
- ( 1 5 2 ) -
«ht«k irtfotv«s ! •« • tia«ertalaty and •stl«ttt«« tb« 
lai|»M>l of e«rtA|a '*knowa ar a«saa«d ehaagvs In ih9 
ladapaadaat variables oa ilia dapeadaal varl^sbtas*" 
liucb aeaaaoile foraaastlaa &• caaearaad v l ib 
aatiantiag ebanoaa iu gaaeral fiualaaaa al laat ioaa 
baaaaaa faraeaata af aaaeral baaiaaaa eaadllloaa ara 
qaita balpful in i»rapariaa tbe fareaa^aa of the aalea 
af part lea l i r iaduatrias or firaa* Aa reo^rds eo^sao-
d l t j rereeasta» aost sataa faraaaaiiag la aaariaad 
altber to iba abert ran projeoliens far aatabttabad 
pradueta 9r v l ib lens raaga pradletlena far na« predaeta* 
Tba f irat pari af tbia aaclion laala a l th f.aabalquaa 
for foraeasllag af i;aaeral baaiaaaa eoadiiiona aad Itia 
aaeoad part daala aitb foraeaatiag of eatabliabad aa 
wall aa aev prodaeta* Ta foraeas<!tiau overall aondittoaa 
w aoatlf rely eat {l) groaa aalioaal pradaet aadelaf 
(2) barMietrie taobniqaaa; ( } aeabaaleal axtrapolatioaat 
(4) aaoaoBietrie aadel ballitiagi, aad (S) aarvay taabaiqaea* 
*• Cg^jS MATI0?JAL PRODUCT MODEL 
Tbe aatioaal product aaaoaai far Ibe Deoaoay aa 
a vhele im a coabiaation of the eoaaalid)tod earrant 
iaeoaa aad rodact aeeaunta for tbe varioua aaatara af 
the eeoaoay. Thagroaa aafienal prodaat tatal ia a oaa-
aara of the f lea of f iaa l u^oda uid aarvlaait reaal i iao 
. ( 1 5 3 ) -
from oarr«Bt pr«duetlon daring a np^eitie period 
noraotlir a y<^ ar* FrMi the vievpolat of for«easiiao» 
i t auy be «oasitierea a neaaare of aggregate denaad* 
The baaie aaaoaption beiiiad the QHP oMdel ia that 
*de«aRd geveraa beaiaeee a c t i v i t y | i f tite total a and*-
tag iaereaaeet baaiaeaa act iv i ty inereaaea*** tbaa* 
i f ire can foreeaai the c }»peaeata of aggrenale dm^ttdt 
«e caa alae fereeast the eatiaated ebaages ia geaeral 
baaiaeaa eoaditie-'a* Noraaliy «e break tbo QHP ia io 
varioaa aeetors aaob as the baaiaeaa aectort peraonal 
aeetort goverameal aeelor nna the real*-of«><lhe—vorid 
aeelor» each of vhich repreaeata ao iaporteiat aegaeal 
ef total expeaditvre* 
Loag tera predietiona of the finaa coacerainy 
plaat eipanalott plaaa ant! eqalpaienl replaeesieot pol ie iea 
re late to projected develepaeata i s the eeonony aa a 
whole* The foroeaster anst ^ady the probable progresa 
ef actional inccHaOf i t s priaclpal e leseata aad the 
related aapecta aiace a l l of tbeta have a direct beariag 
on the fatare growth and develoiweat of the fira* 
Atteapte ahoald be made to obtaie an catinale ef the 
•agaitttdea of the Major eenpenenta of aalloital taeoae 
ia iennn of capenditaret conawa tio»» goveriimeai invoal-
aienta aad expoaditareat in teriaa of ineonei aalarl«a« 
reatt iuteroat . taxes, prof i t s i in teraifl of nrodaetiont 
• ( 1 5 4 ) -
VAlae ftdded rr«>a farloiia •«ttiora laelttdiny lndtt«tryt 
agricttiluret Iraasporiaiioa and ••rvie««* The f i r s I 
• top lo ror«ea«t ili« rat* of (irovth of Ihe •eonoaj 
t« to vader'Uaad Iha various later«*rolatlo>!is beltveea 
•ajor aftaiers of Ihe eeoaoay* Usaallj* model baildera 
asaaaie tbat «agG«^araero and eairepreaeartul f a a l l l e s 
apead differeat proporltoaa of their laeoa<i remalaiay 
after tftxatlen Tbejr alae asaiHae Ih t the prleea 
depead oa wage rates» the eosi of ri!« aaterial* prleea 
of iaported ^joods aad tax rates* Oa the baala of 
a la l lar relationships thejr halld a eorklov} isodel of the 
eeoBoa;* Predlctloa preoeeds by feedtna Into Ihla 
eyatea a auoiber of plausible ^amnmem* It i s thea 
poasible to t e l l freai the model vhat eoald i^ appoay if« 
for exnaple^ va^e ratee iaereaaey the level of prodae-
tloa goea ap or a awsber of such ebaaaes take plaee 
aiaaltaaeoualy* If the overall ferooa^^t Indleatca 
heavy ttnoiapleyaientf a rednctioa la taxes or aa laerease 
la governaeat apeadlnj might be expeeted* S ia i lar ly t 
i f the geaeral loreeast for the eeonoay reveala l a f l a -
tioaary pressure^ as laercase iataxea or deareaso la 
speadlag altiht be la prospeet* Besides thls» heavy 
aaoaployoietit has a tmideacy to ease aoaey s ltaatioB 
with i t s possible repereassioos oa res ldeat i« l enant-
raetlon aad a atreag Inflatioaary prossare aiyht raeaa 
%hAi th9t.' ! • a |^r««sttre oa eapa«lijr and »•«• Invest-* 
aaai ar eoaaiuaptloB plana have aoi baaa salerial lsat i* 
I t It otovtaaa tbt i a l l bnalaasa eoneerns are 
affaated by ih« growth of output in the eeoaoayt bat 
fa» baaiaaaa hoaaaa can afford to devata Ibatr raaoar-
caa to ea leata l i <a8 of this type* Mortaally tbey rely 
oa the forooanta nad« by bodtaa apoelallalny la Ihia 
f iald* %bat t« aaodod la the ttoderslancllaj of tba 
pabllahad foraaasta hj h^e daelaloa maker* t t la the 
ooavlctlott of the outttor tbatt la the baatla of na ab)« 
ManagerInl oeonoalat thla type of foreeaai ean de a lo l 
la litdlC'iilag to baaiaeast «bat B€9P9 there la for 
aspaaaIon* 
BaroflMirle ieebalqae or tbe lead"*lay approach la 
baaed en tbe notion tbat *tbe faiare eaa be predleled 
fro« eertatn happentnga la tbe preaent** This approaeb 
*haa a lean clear relation to tbeory** It la baaed en 
tbe obaertatlon tbrit eeriala a t a l l a t l e a l in^leaiora 
when need la conjnnetlon vith one aaotber serve aa 
bareaetera or eeeaeaiie ebange* They provide an Indlea* 
l ion of tbe direetion la vblcb tbe eeonoay lla eipeeted 
to aove* *^oroea«ter8 generally correlate tite eotapaay*a 
aalea e l tb leadlttg» eolneIdeal or lagging aorlea and 
-<156)« 
• i l l i t * t«ad*lag t«chniqtt« to ror«eaat thoir aalea* 
No aailiod haa aequlred ao proals«B«a Itt mttttere of 
foraeaatlag aa ilia laadlag Indleaior approaeh* Fora* 
eastara kafa oflaa aoaoirt loading tadlcatora that 
eoald qatta eoaatatantly praaada the tiptaraa aad dovn-
taraa of bnaiaaaa aad thareby pradiet tha futara 
coaraa of baalaaaa aei iv l ty* Oafartaaatalyt ibay bata 
aot aaaaaoded ao far* Tbay hava dlaeovorad eartain 
iadlaaiora whieb turn ap or down bafora gaiioral baainoaa 
taraa or tbosa that OIOYO approxlaiatoly in phaaa wiib 
gaaaral baainoaa aad ihoae that follow or Itrail babiad 
ao9r*9ata eooaoniy* If a aingle laadlag aariaa eoald 
bo diaeoTored abieb could aoeaaaafally iadleata vttb 
anbataatial ragalarity tbo taraa in oeoaaaie ae i i v l ty t 
a largo part of foroeaatlag prebloa eoald ba solvad* 
Mono of tbo aoriea ao far diaeotered ia perfoetly 
eossiataat* For 9xjmpl9, atock narkot prioaa abieb 
bate boon loag a t i l laed aa iailieatora of baiiinasa 
aet l^i ty "bavo lo:l 31 tlnoa, but buva eoiaeildod eijttooB 
tiaoa and avon lagged S tiaoa*" Foraeaateni, tbareforOf 
aevor eoneoatrsia oa few sorioa bat iaataad eoaeaairate 
oa aeveral dozeii oeonoaie sariaa th t in tboir opinioa 
qalte eoaataieatly preeado or aueeeod tbo uptaraa aad 
doaataraa of bttalaesa a e t i v l t y . They interproi tbo 
-< IST) -
•0VMi«Bt« of • • r l « s agaftaat the baekgroiiad of lh« 
• xpaa»ion« or eofttraei loi i f of tfooeral busia so aad 
doioet tko favoarablo or oBfavotirablo fcreadt la the 
l l y h i of ihoao e y e l i e a l ehaagoo* 
Tko koovlodgo thfil has aeoimalaiod eoaooraiag 
tho llMlng aoqaoaeo of eoononlo proeooo rovoalo Ihat 
ilio loa<t«»lag approach la aot aa aaoful for the purpoaoa 
of forooaatlog aa n lyht at f l r a t ««oa iooaaao t t la 
a o i eoaalatoal ia I t a bohavloar to toad* Froqaootly* 
aioat of tho aorlaa c i thor f a i l to a igaal a trao ohaago 
or olao a igaa l too l a to * Boaldoa thla« I t la ao l 
a l«a ;a poaalblo to prodlet ahother tho aorlaa i a ahoa* 
lag aa aotaal taralog poiat or aliothor I t t a l l a aera ly 
a fa lao a t a r i * for tblot «o bate to a a l t t vhleii 
doatroya tho terjr a p l r i t or foroeaat lag* F ina l ly^ I I 
haa booa obaortod that the doetlaea la the loadiag 
lad lea tora hate a a a a l l j baoa fol loaod b j a doellao In 
O f o r a l l oaoaoala aggregatoa bat thoro la ao ofldoaoo 
to aaga^at vhothor tha dooliao &a a l g a a l l l a g a t a l l y 
a a laor aatbaak» or a dee l ine of a a f f l e l o o t aaunltade* 
Thaa» doollaoa la Jieate oaly tho d i roe t ioa of ehaago 
aad aot tho aagaltado of ehaage* Thoy nay at tho noat 
ba l a te rp re ted aa a l g a a l l l a g a doellao la oeoaoay of 
ankaova aapt l tado aad darat lon* Loadiag indleatorst 
thoroforoy ahould not bo u t i l l a o d a l thout eaot loa* 
T%*j •hoaid at b«*t bo « •ttpplonienl to otheir foro* 
eoating detleoa* 
£«oitMiista havo Uevotoped tarloat rat io «ad 
dlfforonco moasiireti eallod pressare ladosoi) to gutdoa 
to foroeaatlag* Tbej are a tariat ioa oa tine tead-lag 
approaeb «ad are baaad oa tb« idoa that aairtitade 
dlfforoaeoa play a proalneat roto la tHo amalyala of 
trade eyeloa* I t liaa been obaerred that ttio produe* 
t iea of darahle <jooda flactaateo a^ro oldoly than that 
of aoa«Ktarabloa over the courao of H huataciaa eyelo 
hoaeo the rntlo of darable to non<»darable gooda prodao-
tloa la oftoa aaod bj the forooaster aa aa indleator 
of eye l l ea l ehaago* The dlfforeaee between the rate 
of hottaiag inventory growth and the rate of faal ly 
feraatloa haa boon often need aa a proaaare Indicator 
of the loagotent denaad for ae« eoaatractlan* The 
dlfferonce betvioen the yteli is of eo^^oi) ntc>ek and 
eorpornte boada hta alee beea aaed aa an iodieator of 
• toek prieea* Theae ratio and differ«>nee aioaaarea aa 
well aa diffaalon iadexee aoldoa help in fareeaatiag 
the •agaitade of ohaaao* They do aorvo the i>nrpoae of 
providiag aigaala aa to the future eourae of ehaaQO 
aaa« heaeOf they a .ould be aaed in coajanetion with 
other foreeaaling ss' tbode to aeeoiapliah better predie* 
tioao* 
Uocl^anicftl apfiroaoh It o»e la wtitoh conelasloa* 
•re iravQ on th« basis o" paat e^porlasea vl ihoai 
•saslnltig th« pa»i and e«rr«ni oaaaal forciaa* It 
laelttiJea raeurreat cyelea or lead aeries c»r e r l t l e a l 
lavola aad aanjr sthera* la aaeh altaatlor.s past i s 
aoetljr projeet&'J into the ftilare wllhoat ctajr exp l l e l t 
Isgieal ratloaala* Hlsiory and Uata are msaally 
projoeied la to the future eltbout looking la te tbs 
eattsea of paal movements an<t relatlonalilpa and vlthoat 
est lautlng the pose lb lHtf of a eonlaaatlaa of aueh 
ferees* These ettrapolatloa toehntquea range fri^ 
staple aola tossing to tbo trend projeotlansy aate* 
eorrelat loos aad other more eonplleated aatheoiatieal 
prooeJares. Thej ure widely need by baeinessttea for 
foreeastla-j deaaad partly beeaase tiiey are s lnple , 
eoavenieat and inexpensive and partly beeaase t&sie 
ser i e s duta exhibit a porsistSKt groeih tread* The 
baste assisaptioQ t>ebiad the method i s that toaorrov 
vottld ho Jaat l ike today* Tbia ie true beeaaae where 
there i s aay eontlastty» today oay well be the best 
predictor of toaorrow. Tboee who have observed aaay 
events or the saoe eveal over aany days eas predict 
th.Ht toaorrow wi l l equal the aean* {^tri^polatioa 
eoaais t s of observing the pattern of sa les over soae 
past pertdd %ad • s t e a l l a o *^ts tread into <!•»• f t t ia r * 
per iod* \n Industr f or Situ vbloU has boon In Ibo 
plnftsro for qut io «oae fclaio n o m o l l f aeeamHlateo o a f f t -
eiOBt t a f e r a a i i o a on t a l e s per la ln lag io d l l f forea i l ino 
periods* Sach in foraa t len vttoa arraogod ehroaolotfteal ly 
y ie lds the ilrae series to wSsich a trend l i n e Is aormally 
f i t t e d b>' ttcana oT s l a i i ? ( t i o » l teehaiqaos* The tread 
U s e Is f l a s l l j r e s t n p o l a t e d in to lh« fu ture aad 
eorree i ioas re suide for seasonal and sloeha t ie r a r l s -
l i o a s * ^ro jeet ioas based oa t i ve ssr ies are belag 
laereastagljr used in aakiag forecasts fo r rel^tt lveljr 
loag periO'^B* "^.ej are 7»Hd only I f aon«»reettrrlag 
d ls tor t loBs have been e a r o f s l l y rofsoved f ron the seqaeaee 
of valaes eorrespondiag to p^irt ioalar periods aad i f 
the iaflttoaee aaderlyitts the troad In the past stiovs a 
pers is tent teadeacy to iove ia the saae d i r e e t l o a * 
Tlaie series are eebjeet to at l eas t fear eoereea 
of v a r i a t i o a a t tread* aeasoaal f a r i a t l o a » e y e l i e a l 
f a r i a t i o o y and i r regu la r foreee* Tread re fe rs to the 
loagorun grovti i er dee l i n e of ser ies* Seaaonal v a r l a -
l ioaa r e s u l t «iae to eeatber and re la ted factors aad 
repeat themselves eaeh year* Cye l lea l ferees are 
r e l U e d to boma and depreesions aad are the predaet 
of e a l a « i t i e s « str ikes» earsy e t c * , aad eecur ia aa 
e r r a t i c naaaor* ICT foreeasiers have developed a f s t r l y 
•op l i l s l lea t«d Uei ia iqa* f « r l M g * i « r a for««aitt ino 
bfts«d •u norina av«r«gc« 11i«r« ft p t r t i s U a t 0 r«v ik 
lr«md • x i « t t « *a Moviny af«rag« is obtained hf adtfias 
• a r t y dcaaada f * r saeeaaalve p«rl»ds of a gli '»» 
• m b a r of /oars aad d l f i d l a g by aaabar of jraitra** 
Aa i l l a a l r a i l o a of throo-yoarsi fivoojrftar aad 
•ovoa-yoar aiovlag averago is proaoalod in tho f o l l o v i a g 
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Tho abofo aoTing avorago baa booa eoaairaolad 
f ron a bypothel iea l aalos data by "raplaolag <>a«h 
f a l a o to tho sorios by iko moan of that totao aad 
aMio of the valaoa iaaodiatoly prooodiag i t and 
d i r o e t l y fo l lov iuy i t . " lloTlag atorago ia aoinaally 
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eeB8triict«d io ««ooili*ii oat th« flaeliaations in ill* 
•*rte«> bene* ih« l«»flth of the noving avorago should 
be oqaal to the aterago period froM tro«gb io troogk 
or from peak to peak «o tk^t aueh a aorloa nay bo 
produced vhleb ehangea gradaalljr* Having draws a 
doairod Kovlag aToraye* a l ino la f i t ted to the deaand 
data vblob repreeeata an average dmaaad ourto* The 
•lope of the trend ta then treated a« cr i ter ion for 
•e leot iag the deeired trend ourre vhieb la then i i t i l i -
aed ae the baala of foreoasting. For detormlaiag 
trend a aeving averaijo la quite aittpio and tenda to 
repreaent a r e a l i s t i c picture of long-run moveaenta 
bat It a lseee »3ny obaert-ationa both at tde beginning 
aad at the end of the original eerlea and» heneOy 
aoving averagea are often aaed to etndjr tine deviatlone 
frMi the trend rather than the trend Iteelf* Profeaaor 
Bolt of Carnegie Inetltnte of Technology liaa developed 
a teehttlqne for atiort-term foreeaating by extrapola-
tion asing oxponoBtlally velghted aoving averaged* He 
attaehea a progreaelvely greater iaiportanoe to the 
most reeent period and attceeaalvel; leaaeir degrees of 
lapertanee to perloua in the isore distant past* Ho«-
everf the forfflnla needa certain eorrectloiia so as^to 
allow for changes In trend and for systeaatic seasonal 
variational 
Correlation i«fibnlq«o» are freqttonlly adoptod Ujr 
the forooftotero io tioo tbo arailable Ii istorteal data 
for an os i laa io of tibo futuro* Tlie toehaiqsa meaaaroo 
Iha relation bai«a«n two or rnore tarlablea ihnt axiat 
olther at tho ataa data or pr«vl«>aal7 aad Indleatea 
tlia alijalfleana* of tuta relationaiiip* Aaalyala eaa 
bo aadertakoa it tarloas levola of aopbtatl<Batloa* 
la aiapio oorrolation tb^ ; faaetlon baa only oaa iado* 
poBdoal variabia arttoraaa la tbo eaae of a a l t l p l o 
eorrel^tloB m^r^ tbao oao ladopondoat farlskl»lea aro 
iavoltod* To aao tbla taobaiqtio baaod on paat rolatloa-
ablpt «« b»vo to aaaano tbat tba aaaio foraoii w i l l 
aotttitttto to oporato la tba fatare aa operatod ia tbo 
paat* Hovever» aa evidonoo of a big^ dotfra(» of eorro«> 
lot ion bottroen t«o variabloa never laipllea eaaaatlon* 
Tbo faot that aaloa wore biyb wbaa advortiaciaont 
oxpoaditaroa vara bigb or aalo^t aoro bigb vfcioa diapo* 
»Hbla laeoMoa and advortialag expoaditaroa wore hltfbf 
doea aet i ap l j tbat high adverllaing expoaditaroa or 
bitfb iacomoa and biyb adrertlaiag oxpeaditarea eaaaod 
the bi0b aalea* >tll tbat «a eaa eonciade la tbat tbe 
data are aot iaeoaaiateat v l tb such rel it ioaahipa* If 
the rolaiioaobip found to prevail In the pest doea aot 
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remain tat id la the futare, eorr«latioa an&tfti* 
atttallj' pr«atte«« «ittl«adlng rt>«iilis» Uore «onf t4«afl« 
ean be plttoed oaly If a lo^ieal er eaiital taaia for 
•Mflli relallaBstilp eaa be eetabltehed or predleitoae 
baoe4 oa eorretal loa are eeaflraed bj other teebaiqaee* 
Oaly qaallfted correlation toebalqaee nay be treated 
ao oae of the Inportant toele of forecaoliog* 
The atatl-^tteal aethod kaeen aa resroaaloa aaalyala 
la aoat freqaentl; aaed for the eatt»atlon of deaaad. 
A f a l l doeerlption of thia teobalqae la beyoad tbe aeopo 
of thIa projeet* ^e are oaly preaeatlag tbo oat l laea 
of thIa aietbod* The f irat stop la to apeolfjr the 
rarlablea that are l ikely to Inrlaeneo deaaitid* The 
aoooad 51 top la to obtala aeearato eatlsatea of thoeo 
varlablea aod the aext atop la to apooify tlio fora of 
tbe oqaatloa* Tbe aost eoaaoa font la a tliiear rolatl'tn-
ahlp •aoh aa the fot loe lagi 
0 m a>bp'*'ejr-t -dA 
where D repreaonta qaaatlty domaadedy p la llhe prleOf 
f roproaeatfl diapoaable Ineoao aad \ la adterllalag 
oxpeadltare. 
Llaear doaaad faaetloa ta very pot ular boeasao 
aaaj doaaad faactlona are approxlaately linear* It la 
alao a eoavealeat atuletleat teehalqao* The aethod of 
leaat oqaaroOf ean be aaed to oellaate the paraaetera 
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Af b» e aad d, tfe« rogrcssioa oo«ffleieati»» for Itaeor 
•quAlloag* 
Tii« seeonii mo i coia^oniy as«d doaaiid relaitofisbip 
t s the a a l t i p l i e a t i v e formi 
the at»«va eqtiUtoa i s ih« oost loglci"! for* of 
Iho dmiaad fuoctlon* It a««iiflie« titat the maraiaat 
oi'feeia of oacb lnde;>endeiit varlablo are mot eoaotaQl 
btti depend epon the valae of the tartable and oa the 
valae of a l l ether variables* The aittlll; 1 leatftYO 
demand fnactlen caa be tranaforaed Into a linear 
relailoaahip'ttslng logarllh^a aad ihea eaitmated by 
the least eqaarea regreealon ieehalqae* llie above 
equalloB la eqalvaleat tot 
log D » lo0 a^b • log p-¥c • log A-fd • log f 
\ltbough the a|gebra|e f o n of detaand fvaciloa-* 
l iaear autl iplSeutlve or other fora- ohoald be aeleeted 
to ref loat the true relattoaship betweoa vartablost 
there ta no i l o r i baata for the aaae* la aaeh a l taa -
i losa aeveral teraa aajr be tried and the oao that sui ts 
the beat may be seleoted* 
«ie brief nentloa of eerrelatloo and rejreaaloa 
analjsea reveals that these teehaiqaea are not the 
aubstitnte for aoand Jodgotteat beoaaae aot only the 
ib«a««l f«s b l i h l y l a U r - r « t a U d . Tb«y iatsr<»a6t 
v a l u a l l y MKl are ctclftralnad s ls i i l taaaoaaly* la tka 
pr«aant a ta te of knowlodga when ilio ao-ea l tad a l r a e -
l u r a l ral^i l loaa a r t ttiilcno»a» thara w i l l alwaya r«aala 
doabt a« to vhatber past ragraaalan r a l a l l oah lp w i l l 
be fa t id ia tba fa tura too* I t la a f a e t , ho«afer« 
tbat aoeb t«ehniq«aa aaa a^^atl^' laiprova tita r e l l a b t -
l l i j aad aecaraej of foreeaata and aitaialei i tba ro la 
aaalgaad to asparlaaoe t f tbajr aro biadtad by profaaa-
toaal a t a t i a t t a l a a a or aaoaaaetr le laaa* 
Eaoaoaetrlea doala a i t h tba aeiaaaa c»f aeoaoaia 
aaaaarasaat* I t lavo l taa iba aao of aaoaoaile tbaorjTt 
aa ikanat iaa aad e t a t l a t i e a aad ta baaad oo tba aaaaap* 
l l a a tbat ebaagaa In eeoaaala a e t l v i t j eaa ba explained 
bjr a aot of re la t ioaablpe betw<»en tba c r i t i c a l aaottMiia 
var iab laa* The •eonoaatric model aaad la foraeaat iag 
t-akaa tbe fora of an aquatloa or ayatan of aqaattona 
tbat aoena best to axpreas tbe moat probable l a t e r * 
r e l i l o a a b l r betveon a a e i of eooamile var lab laa aeeord* 
lag to eeoaoalc theory aad s t n t l a t i o a l aoalyaia* Tbe 
aedel in esaeaeo ia a a i a i i l i f l e d veraioa of a r e a l 
a i t u a t l o a eoaaiat ing of ayatemn of a iaal taaeeaa eqaatioaa 
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•h^viag tbe palt«ra of iiit*raelloo smong lh« 8peelf&«cl 
•coa^aie variablaa and Mipl«yocl at a pr«<lletklo«8 sysiiw 
that v t l l yivld nitaerleal reaalia* It l« baaed ea tba 
Idaa tii'xt aeoaoale mfaimt la aot atatio bat It la 
aabjaet to ebaa^a aad tbat ebaage eaa bo asplalaad by 
a aat of rolatlonablpa betweon varlablaa* lit explalaa 
past ae t lv i ty by conblaiao roletaat fariabloa eoforiag 
paat period of t l«e into Ibo boat aathaaatloal arraa-* 
gottoat aad pradleta futaro ac t iv i ty or tbo fatara 
coarsa of oao or mora of tbeao variabtaa» on tbo baala 
of oatabllahad rolailoaabipa or by darlving natbosaiieal 
a ioatlona th>tt a i l^ exproaa aoai probable rolatioaabip 
botaaea a aet of relevant tariablea* 
BeoQoaetrie aodela are cpiaaUtailvely aad quall*-
tat ive ly fornalatod* tHey nay be eoaetraotod for 
aggregative foreaaatiau or for i a^atry or uonpaay 
foreaa«tin?j aitb a view to fac i l i t s t te daelaioa««ial(iag 
and planaiag by goverameat^ bosiaeaa exeaatlvaat laboar 
aaiona and a ia l lar orgaaiaailoaa baviag a dilreet iaiareat 
la eeoaoaile aad bnalneea condltloaa* Tkeae nodela 
Inelade both exogeaoaa and oadogenoaa variables and 
are often dyaaale In nature for they relate varlablea 
at one point of tine to other varlablea at other point 
of time* 
<^e of the f i ra i etepa to eoaatraet an aeononetrle 
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«od«l la to <iet«raine a l l or caioat of Ihe faeioro 
InflnetielQa ib« series to be fe reeas l * Tbea the 
ia f laenee of tbese factors i s re f l ee ted la a sor t of 
equation* than ssBaBpti >os are •«<§€ ren-%r^i«g tlie 
iadependeat variablee» the rese l toa t e f f e e i oa the 
depeadeat t a r l a b l e s is evidoat fraei tbe e^aat lon* 
liOHtl7 tbe eeononotrieiaas proeeod to pred ic t tbe 
f a t a r e eeurse of oeoao»io events bjr s . e e i f j i o i j tbe 
bfpotbeeia wbleb parport to exptaia tbe eveat ander 
i a v e s t i y a t i o a * tbea tbejr t rans la te ibe bjrpotbeais 
i a t o a e ia l t ip le e o r r e l a t i o a formula or eqaat ioa* Tbe 
eqvatioas or tbe taodel are e i t i i e r i n d o a t l t i e s - eqaa-
t ions tbat are t rae by vjef ini t ioo or bebavioaral 
staieaeBts<» lod ieat lag bov soao var iables react » i t b 
referoaee to ebaages in otbcr var iab les* A oiajor 
ob jec t ive of tbese nodols is to establ ish faoet iooa l 
re la t ioaeb ips beivreea various var iables aad to aeasare 
tbea by sMie sui able teobniques* A fane t loaa l r e l a -
t ioasbip is said to ex is t betaeoa two var iables where 
a ebaage la tbe valae of ooe is assoeiated witb a 
ebaage ia tbe valae of aaotber* Consider^ for osa^mple* 
a eiaiple dnoaad faaet ion io vbieb i t i s aesaaed tbat 
tbe Sales (s ) of a ooapaay daring aay given period of 
t i a e ( t ) is a fan< t ion of tbe aaaber of eonsaaers(C) 
dariag ibe per iod , pr ice (P) of tbe eommodity ia tbe 
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perlod and tlieir dlsposabl* personal tneone y) 
during the pretlous period (1*1 ) • Ttals taodol ean 
bo exprosood by tbo following snopeelflod otittotloai 
St • f (Ct, l»l ,Yl- l ) 
If It to aosuttoa that the rol tlonoblp oxlotlng aaoa^ 
tbo fnrlabloa la of l ino r typo and tbat It la not 
oxaet» tbo oodel takoa tbo fora of a(>ooifiod oqaatloat 
St « A^ti CI 4^  ePi • 4 t i « l • Ul 
wboro a^bfCfd are pnrataeters to he eotlaatod froa tbo 
given d ita wltu tbo bolp of soac toebal ao and tbo 
farlablo U la a dlstarbanee torm« Tbo tens 0 roprosonta 
faetoro otber tbaa nuaber of oonaaaor., prl^ *') and din-
pooablo laeofiCf vhleb aro raadoa la nature an<t la 
a t a t l s t l c a l sonoo they are noraiatly dtsiributedt boaee 
9 v l t t averajo out to sero* Sueh oqaatioao are eaitod 
prodletln^j equtittona boonuae oaee tbo parametorn arm 
ootliaateo ao«e toat siay bo applied to ovaluato tbe 
adequacy o^ tbo equation aa a devleo to foreeaat the 
oatea of tbe company. "1 ^ gle saatbr^^jaIleal equation 
ays test c^n aolve tao»t of tbe aneo^apllcrttec) rrobleaiB of 
tbo tndttstry bat If tbe tbeoretleal atraetaro Is coaplox 
and tbere are a l jn l f ieaat latert^elatlona la tbe syetom 
f>o bave to take the help of a alant taaeona-oq latlon 
QOdol obtcii a.idoubtedly needa a eorapator eolation* 
'^ae a-tfan'a-jo o ' I n i s i:-.f»ro.ich t s I h i t bc ro ro 
aa ©QUCilloB can be con <truelet5 | wo have lo Isol^^to 
and ana lyse the f a c t o r s «f,lc!j loiorcalae the s e r t o s 
to be f o r e c a s t c jun l i ta t i t re ly an J «iuant I t i l i v e l y aa4 
f l ad out s l i J t force© onus© tho s o r i e a to trary. >yo& 
i n v e s U i j a t i o n p r o t l d e s r«l"; t lvel .v oar© osv-jot I n r o n a a -
i l o a abottt the o r l c s aaU tlio accuracy of tu© foroccuit . 
I t should* {iowefer» be ;o4n6eJ oul tiisti the f o r o c v t 
o* tiie <Jepen<Jc<il v-^rkai>iQB ia If t s ap roach dopeoJa 
ttpo» the forecai»i of the lnde;>f'ndeat f a r i a b l o s * Int'©-
pondeat f i r l a b l e a a re o a l l y l o r e c a a t by the use of 
load sor&e^t i r e n ! r>rojectlorja, or it^ions aad i n t o n t i o i s 
eurwe^iif tc»» sach factor;? raay or may not Involve 
q u a l i t a t i v e or casua l i i n a l v s l s , Tbus^ i t i a taoroly a 
dovieo l o r c o a t c r t i a j one foreci int i n t o UiOthor* One 
of the fsajor l i m i t a t i !s of the ';>odel ajj roach i e tho 
icvslied assuapt io- t tu i t the ro t ; tion»hif»» c a t i b l i s h e d 
In the p a s t w i l l co^^tlnue to p r e v a i l In the fu tu re* 
!3esldei!t thtB» 11 i s noi al^ayn poga ib l c to Inirot luoe 
v a r i o u s V i r l a b l e s to r e f l e c t the r e a l a t a t e of economy. 
I t i@y I h e r e f o r e j ani^j t f i ' i i t I s not a f o r e c a s t , but 
a tool for -ipTraiBifiij tho e f f e c t s of 'vltf-ra^^tife 
p o l l e i o » « 
vlthoa-ja cconoDotr lc raodcis have f a i l e d la uany 
e a s e s but t h i s dooa ao i taoan th t we s ould a{»'!nion 
them. Beinij analytieal in aatar* and preeaiia orlaated 
ia appraaehf thty throw mora light oa the problem of 
a theorotieal and statistical aatnre protidod the 
ataiiatical data are good. The most iaportant aso of 
these models ts that they provide a asll hypothesis 
against vhich the more sophiaticated foreeasting methods 
can be compared* These methods rather than rivalling 
the other methods are perhaps the only methods which 
are logically saitable for incorporating the beat 
featares of all* 
Inpnt^Ontpnt Analysis 
Another variant of econometric model building 
is input-output analysis* It provides a highly veraatile 
foreoasting method for examining theeomplex interrela-
tionships vithin a system. It shews that indaatries 
in the economy are so linked that the ontpat of one 
iadnstry becomes the input for the other industry* The 
increaae or decrease in the demand for one Industry's 
output is bound to affect the demand for the output of 
other industries* For exMiple, an increase in the 
demand for tractors will lead to an increase in the 
output of the automobile industry* The increase in 
automobile output will necessitate an increase in the 
production of eteelf tyres» glass» plasticsf, coal and 
synthetic fibers* There will be further reactionsj such 
- ( I T 2 ) -
as trie iacrfiaae In tbe deeaand for s jmthoi le f i b e r s 
and othor oheoilealB w i l l load to an increase in the 
denaad for e l e e i r l c i t y ind iraneporla i lon f a c i l i t i e s * 
tnpiit-»oatpiit a a a l y s i e thus traces i n t r i c a t e ebalB 
reac t ion tbroagb a l l tbese i a t e r - i n d a s t r y r e l a t i o n s h i p s 
to provide informatiea about tbo to ta l iapact on a l l 
s e c t o r s of tUe o r i g i n a l ineroase in the deaaad* 
Inpat<»output forecariting i s based on a s e t of 
tab les that expla in the i n t e r - r e l i t l o n s h i p betveoa 
various components of the eeonomyt These tab les ident i fy 
the a c t i v i t i e s that generate liaportant deoaods and help 
la est l iaat ing re la ted industry requirements* liany bust* 
BOSS exeent ivea have recognised the unique a b i l i t y of 
t h i s technique and have u t i l i s e d i t la d e c i s i o n makiny* 
The teebnique has been or ton u t i l i s e d to d iscover noer 
• a r k e i s t to evaluate market proapectsy to add new diiaea-
sioB to the introduct ion of new product and to f ind out 
the p o s s i b i l i t y of investment prospects la the economy* 
Government agencies have a l so siade use of inpnt^^atpui 
tab les for atu lying the ieaplications of changes of uNP 
and the itapact of f luc tu . t i e is in QHP for laanpoaer 
planni'Mj* I t should be noted thnit the cos t of s e t t inu 
ap and maintaining these tab les i s enormott8> consequently 
almost a l l tbe firms re ly on the tables prepared by 
the ir nat ional governiaenta or research organisat ions* 
-(173)-
Tho versmtilliy and power of ibeoo iabltts d>(»p«aiJ» 
ttpaa lh« d«tatl «oataia«d in tko baale lapal-oatpui 
Matrix* It lb* matrix pra«|d«a groatar datall it 
laada ta naeh graaiar «aa of tha taabaiqaa for rora« 
eaatlag aa wall aa aiaaaaarial daeiaiaa oiakiva* 
Tbe problaat of faroaaatiag la sanatimea iaeklad 
hy tha uaa of opialoa polling ar murnQj iaeiioiquea to 
fiad oat vliat paopta »bo At% direetly invalvad plaa 
ta da* Sarvaya aaaallj iovolva aaa of latarviava ar 
•ailad qaaatiaaaairaa aaklag individaalat baalaaaa flma 
aad goveravaat agaaeiaa abaat thair fatara plaaa* Slnea 
aaat af tbaaa agaaaiaa plaa aad badgat thair axpandltorea 
«all bafara tba aaiaal apandlag la doaa^ tbair aapital 
aalaa aad aparatlng badgata aaa prewida naeh laforaatloa 
tbut la aaafal far forceasting* Vartoua kinda of 
aarvaja ara a-^ ployed batb la aaonoaie and aalaa fora-
aaating bat tba aaat praalaaat of tbaaa ratolva roaad 
tba plaaa for ptaat aad aqai^ent axpenditaraa by 
baalaaaa flmat aarraya of baaloaaaaaa*a plaaa ragarding 
Invaatory ehaagaa and tba plaaa of ladltidaala to bay 
laportaat durable gooda* Tha Idaa babind tba teabalqaa 
la that aoet of aaeb pl.ina ara m*n!i9 In adt&nco. If aaah 
plaaa eaa ba dataatad earfaatlyt H !• poaaibia to 
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predit t i tb« fa ture coarB9 of • e » « « i l e bappaalagt 
proeise ly* F ie ld sarvoys are mostly eoadttet«d 5y the 
eorpora i ioo 'o f i e l d «al09 orgaalsatioay t>y i l s bead* 
qttart«r*8 iiarkGl«»rea0areb Ataf f or by Ib« s o e i a l i s e d 
•ark«l«>r«««arcb and oplttiott<»ras«arcb oraaai«^i i<»« 
Tb« uaafalaeaa of tbaaa aarveya dapead ap>oa iba vardiag 
of tba qaealioaaafraoy tba a b i l i t y of tbeae aarvoyad, 
oa Ibo ropreaaaiativaaoaa of ibo aaapio aad f i n a l l y oa 
ibo ieobaiqaa of aaaiya lat loa i lny r a l i a h l l l t y aad 
eoflolttaloa* Tba approaeb followad w i l l dapand apoa ibo 
aee io log iea l frano of rofereneOf natara of the firodael 
and tba e b a r a e t a r i s t i e a of tba aarkot* lio«ovar» tba 
aost d i r e e l appreaah to doaaadiag aea'a bobavioarf tba i r 
i a toa t ionat t b a i r a t t i l u d e a t tha i r tboaybi proeoaa and 
I k a i r otolitoa e a a e t l t a t o aa indiapoaaabta p r a l i a i a a r y 
f o r aay oaqairjr* 
Hie ttoai d i roa t approaeb of a l l ia to go oat aad 
aak tka p o l o n t i a l eonaaaer«4)ttyara to iodieato tbo i r 
dofliaad aebadalaa for aor ta ta prodaei aaeordina to iboi r 
gnoaaoa or aasamptiona* Siaoo i t ia a a a i f e a t l y ispoaa* 
I b l o to aak a l l tba eu3ioaera» i t boeo«ea neooaaary to 
eoataet o l tber by n a i l or by poraoaal i n t a r t i o v a a 
a t a t i a t i e a l l y aa t i a fae to ry aomple aado ap of tbo foa 
that naka ap tba balk of tba s T k o t * l ioat ly a paaol 
of coaaaMora ia aboaoa aad qaoatioaod aboat tbo i r 
-(I7S)-
pr«f«reae«8 ta a eoneftm aita«tloa« Saaples maj 
be eoapIet«lj raadoa or atratlfledi ibej naai ba aa 
fraa of biaa aa posalblo* Sad aamplea naka bad 
aartaya* A goad aaapla la ^•nerallf obtained by 
apaading a lot of oooe/ oa learned and sopbiaitealad 
profasaloaala aba are ibe laeharge of aueh aurtaya* 
la a aliaation where aorporate OBperilee ta on ibe 
apgrada ike eaonereial iturtajrora are ia a a iota of 
deaay* 
Tbe problen of aarteyiag caaionera inientiona 
ia i|io fnra and iadasirial Harketa ia relaiiTeiy einple 
beeaaae ihia taeibod paia ibe foreeaaiiao bardea oa tbe 
eaatoaer aad ibe problea of ibe etier ta only to 
peraaade the bayer to tell bta hia parahaea plaaa* 
Saaldea iiiia» tbe aellor te la direct eontaei aitb 
bia alilaiaia aastoaera «bo being tbe parebaaera of 
larger klada of eqalpaeai are few ia naaber aad a aaall 
amber of aueh large buyers ttaoally detemiaea tbe 
aiae of tbo total nnrkef. The acearaey of aneh a rveya 
la greaieat wlben of'feera tntortrlev affieera but if 
it ia left to eubordiaate staif aboae naaal eoatacta 
are eith the peraoanel of parebaae dapartaeai« tbe 
aeaaraey taraa oat to be poor* la etery eaae field 
aarveya oboald be mgalarly abeaked aad aapervlaad* 
Tbey ebeuld be atrongly aeaaaaad by bead«qaartera market 
reaoftreb «itaff*a own vieea* vitboat tbia the reaalta 
-(176)« 
•aj b« dlsftppolAtlng* 
Uarket sartwyt of B«« or taprofOft prodael 
goaorally require peraonal Uiertleve to espials to 
the bayera the teebBlral and eeot adtanta^ iea of tbe 
produet* Gxperleaoea saleaaeo who h^ve the aeoeaaary 
teeheleal baekgreand and have had ao«e peraoaal traia-
l«a la eeiidectlng latervlees eaa perfem Ithie Job 
•atiafaelorltj* There are« hevefer* feraldable barr* 
lers In eaderetaadlng the beylag lateatleiie of the 
eoaawaere* Not only do people H e for reaeoaa of 
preatlge^ boaour and repatatloat esperleaoo bae 
rev aled tbnt they are moatly laeonslatent la their 
baying plana anci fall to foreaeo what action they woald 
adopt when faoed with raaltlple alleraatlvea. Bealdee 
the relaetaaee and diaboaeaty of the reepondeatet It 
la rather bad eoaeeptlon aad poor eseeatloa that alee 
•ahe bad aarteya. 
Tbe paael ap roaeb la the alapleet way to kaow 
the behavioar of eonaaaer^ beeaaae tbroagh thia aprroaeh 
we regalarty obtain aarket Inforaatloa froa a aeleet 
groap of regal&r eaotwaera bat the aae of thia i^pproaeh 
la Halted* Although « paaol la relatively aero 
eeoaoaleal thaa a qaoatloaaalre beesuse It la eoatla« 
•lag aad a aew aaaple la aaually aei taken every tlae 
a aew pradaet la tented. Bat freqaeni dropping eat 
- ( I T T ) . 
•sBQlly oeoart • • Meovt l ^f 4««tli ^r «n«inftaga««s 
• f iht Idle ri«ii« Fltt«llf» lb* sMibar of t|tt««il4Ni« 
thai ean !>• ttsk«4 ar* «l«o Ha l ted «ftd aaay a i l««s 
i l I t sever elear vbether Ihe b jera plaaa are real 
er IsMiglaarjr* Aaetber var laai ef Ihia appreaaii ia in * 
ael l lag ef aaaplea ef lk« predaet le variena greapa 
ef aeaaaaera te teal kypetkeata aeaeeraiag devaad* 
Fee orett|»a are aeleaied fa r tkair appreilaate liesege-* 
ae i ty with reapeet te iaewaet iaate patterna^ eta . Tke 
eeaawditjr ia thea <>rrered far aale st dl f farent priaea 
le di f ferent greapa* l^e raaalia prevlde a deaaad 
earve vhleh eoald be aaed la eatiaialiag the deaaod far 
larger popalntlecu The advaalaoe ef tbia t^balqae 
ever sarveflag inteatlona ia that people are aetaaUjr 
ia bayiag sitaat leas* Tb« diaadvaatage ia that may 
ee«aeditiea voatd aet lead theaaelrea te tbia appre«ah 
aad that there ia l ikely te be l i t t l e » *ha«d vagea 
affeet» that ia baying beaaaaa ethera are buying*** 
Oireat laqulry af eat^&oaera haa thaa aeveral abert* 
aeaiaga in the aeaae that iadaatr ia l aeateaera* plana 
are aeaaltive te aber t - rm eaeaoaiia f laetaatloaa vhereaa 
aaataaera* plMia are f rag i le aaa eaprieieaa* Sarreya 
fer iaferaat iea regardiag their bayiag iateiitiaaaf te 
be aerih aaythiag, are aaatly* 
Aa a l ta raa l i re aelhed ef eblatalag inraraatiea 
regardiag the behavlaar of the eeaaanara ia through 
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l«b«r«t«ry •xp^r iatv l to whleli oottcwMira «r« gitva fastft 
lo liay 9««d« frwfi a apaaiftv akap* Tlil« eo««wi«r el lMie 
iia« • «ittili«r af drft«lia«ks» P l rs l ty t ih * eontwMr kaovt 
tkat li« ta ik« part of an •xp«rtM««t tad ihla kao«l«da« 
•ay d t a U r t kla kaylag kabl l* Saeeadly tba axp«r&M«at 
la aaally far l i raqalraa kaga aaaaat af aoaajr* Laat l j * 
ika klak aaat aaaaaaarlly I t a t l a Ika aiaa af Ika aaapla. 
Aaalkar var laal of tkifl iaakalqaa tnvaltaa axaaialaf 
aaaaaaora bokavloar la aataal aarkala* Far axaiipla» a 
f ina aaat* ta taaaak a aaa pradaat kut kaaltataa 
katvaaa tva braad aaaiaa* I t aaloata t«a aarkata aa 
elaaa aa paaaikla aad intradaaaa tka praduet la katk 
•arkota. A aladf la» thoraaftort aada af emiaaaara 
raaetloaa aad tka diffaraaaaa aro attrl«>atad ta tka 
diffaroaaaa la braad aasaa* 
Tkla aotkod dl f fara fraa aarvaya kaaaaaa la tkla 
taakalqaa atadlaa ara aada ragardlag aaaaaaara kakatloar 
la altaatlaaa akarala aortala tar lat lmia ara aoatrallad* 
\ klQ advaataga af aaak aa aaparlaaat la that tka 
eaaaaaar doaa aat kaov that ka ia part lelpatlag la aa 
axparlaaat* TkaraforOf «o eaa kallava tkat ka w i l l 
kakata aa ka vaald. I f tka pradaet wora aetaally balag 
markatod* ftalag aipaaalta tkaaa ^xparlamita ara aadof 
takaa aa a aaa 11 aaaU* Tka; ara aaldaa a l l l l a a d for 
- (m). 
t«aa p«rt«4« ! • l8<tl««t« Ik* loa(y*rMt • f r « « U of 
prl«« |ia«kft«Ug mnd adf«rtt«lna «iraitt9l««« lltte'>«'» 
troll««t p a r U of Ik* «x|»oriai«at» oMk »• strtkesy 
• a u r a l aa lw i t t i ta f ekaagaa la aoe&•<»•«o««at« eamdl-
iloaa fartkar ra4aaa tHa vala* af aaak axpariaaaia* 
Tkaaa aapariatoala laka far graaled Ika paaalki l t ty 
at laaat&ag tva aarkaia aaf r ie laa l ly Itfaatiaal kai la 
aelaal praellaa vkara tar laklaa ara ^9 aaay tkia 
eaadliiaa la tflfflaalt ta aaklata* Tkara la aitaikar 
daagar ikat eualMUirs aaea laa l darlag iba aiparlaaal 
aa a roaal l of «aatpatail9aa night aoi ba rofatsad 
wkaa ika axperlaaai la avar* 
Tkaarallaally eaaaaaara aartaja pratiaa axaalXaat 
In famal iaa aa a aaakar af loplaa ralat lag la daaaad 
ralal laaaklpa bal vkaa i t aa«aa la praallaa tkla 
praaadara daaa aat vark aataathly* Caaaaaara aaaa l l j 
da aat gravida adaqaata iaforaatloii ta kypatkatlaal 
qaeati -aat kaaoa Ika IsforaiaUoa obialaabia tbraagk 
tkla taakalqaa la l la l tad« Hy tkla «a ahoal<l not saaa 
tkat aaak aaraaya ara aaalaaa la daautad aaalyala* 
ikara aabjaal l ta lafaraallon baa ta ba obtalaad thara 
la aa aabatltata far tba eoaaaawra aartaya* Sarvaya 
ara ganerally aaad to aapplaatoat ralhar ttiiaa aapplaal 
qaaat l la t l fa aaalyala baaaaaa aurtaya ara a a l l aaltad 
far a aaaqaaatiflabia payekalaglaal alasaat akiak la 
- ( l « 0 ) * 
l a alMiat a l l th« • • • • • • i o • v « i l « « 
<»• f a r wa iiava diaaaasad iha prablan af foraaaailnti 
4a«and fa r pradaata alraa4y aalabl lahad ia tha a a r k a i * 
I t akaaldt bavatary ba aaiad tha i Iha aiaihada af fara«> 
aaa l ian tfaaaad f a r aav pradaela ara la aaa j vaya d i f f -
a r a a l f r a « ihaaa f a r aatabllal iad pradaata* Siaea iha 
pradaet ta aaa ta Iha eoaaaaara» aa i n l a a a l t a a iad j af 
Iha praduel aad ! ! • l l k a l y lapaal apaa athar pradueia 
af tha aaiaa group provldaa a kay to the l a t a l l l g a a l 
pro jae l ion of danand. Jaal Daan ttaa e t a a a i f i a d a aamber 
af pasalbla ap^roaehaa aa f o l l o v a i 
(1 ) etolut loaarjr appraaabi I I eoaa la i t of p r a j a a l * 
tag tha daataad f a r tha naw pradael aa an oall growth 
aad a t o l a i i o n af aa a i l a t i a y a id prodaet* irhto nelhad 
la applleat>la o a l j la thooa eaaaa «haa Iha »•« praduel 
l a ao elaaa la Iha aalabl lahad pradael that I t a danaad 
aaa ba aaaaoiad ta ba a aora ar laaa pra jaa l lon of Iha 
p a l a a t l a l davalapmaat of Iha ax lo i tag praduot* Tbia 
appraaeh baa abvloua l l n l l a l l o a a alaea Iha baale problam 
l a la a a l l a a l a ha« iha dawaad fa r Iha aa« pradaol w i l l 
d l f f a r f ra« that af tha a id aaa* 
(2 ) S a b a l l i a i a Appraaehi Aaaardla^ la Ih ia appraaeh 
Iha aaa pradael la I raa tad aa • a b a l l l e l a f a r Iha as la t i ag 
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prodaet or • • r t l « « » Tula approaeli Is qa l t« « t « f n l 
i f i t ia a c i « n i i r i e « l l y i i i i l i«» t f« $is«« aoal of ili« 
• • * prodaois a r t oaaoral ly the auba i i lu ia of iho 
old prodmeia* Ihojr aro ia aaay waya « i isprovoaoat 
ofor ilio o x i a i i a g oao* Boaidaa tbiay U o i aaaalljr 
bavo aovftral aaea« Coaaoqaontljrt aaoli aao poaaoaaoa 
a aoparalo a a b a i i t a t a b i l i t y problo«« aad a a b o l i t a t i o n 
fo r tho old prodaot aiay aaeoaat for oaty a par t of tho 
do»asd for tbo ao» prodaet. Soaetiaoa tbo old prodaot 
aote the appcr l i i n i t for the entry of the mew product 
bat i t tiaa boon obaortod thai i t la aoi the app^r 
l l a i t of Roboti tattoo but the ra te of poaotrat ioa aad 
d i o p l a e ^ e o t aad tbo u iopar i t ioa ia tbe re l la t i to prieoa 
tbat aro i apor taa t * 
(3 ) Crovtb Carve Approaobt I t oettaiatoa Uio 
ra ta of orovth aad po ten t ia l donaad for aoir prodaot oa 
tbo baaia of aoao Qrovtb pai toro of oatabl iabod prod«ot» 
Tbio approaeb bao aarroo a p p l i c a b i l i t y boeiiaao dovolop-
ffloat of a lav of a^Ofstb for tbo ao« prstfaet oa tbe basia 
of the actua l ra te of orowtri of tho a i a i l a r prodaot 
is a todiotte job* Kvoa i f aay aacit lav cati bo devoloped 
i t ia aeofol at tho l a te r staooo of defolopmoot* So 
f a r tbe inveat igat iona hate aot eat^sbliabod aay r o l l a b l o 
pattoro of uroatb for aaeh prodaalo* 
-(182). 
(4) OpUloa-Polllaa Appr0a«bi llnd«r iliis sppro-
•eh» d«a«]id is ••ilaatad by dlr««t •n||«iri«a of tli« 
ultiaait pareiiaaars aitlier by ilia usa of Iha aamplaa 
or by bloving ap tha saapla la tha fall aaala. Tbia 
iaehaiqaa ta aartay iba Iniaaiioaa af bayera aa ravaalad 
by paraon&l iatorviava baa boaa aaeaaaafally aaad by 
•aay aoaearaa to oxplara iba poioaiial daaaad for iba 
•a« prodoei. For skillod iadaalrial bayarit aagia-
aariag draainy apaaificationa aad iaai raaalia ara 
ttiiliaodt and if ti ia a new abaatiealy^daaaripiioa of 
kaova properiioot oompoaitlon aad probabia priaa aro 
aoai to a fav proapaotita bayara* Bat if It ia a big 
eomplax or draaiie inaovalioa^ tbaa a trialoiaa eoaati-
tataa iba part of tiia proooaa of exploration of tba 
doaaad* 
(8) Salca-Expariaaea Approaebt Tbe now prodaat 
ia offoroii for aale ia a aampla aarkat and froa tbia 
the total doaand ia aatimatod for all ebaanola aad a 
fally detalopad market* Tbia axperiaoat if properly 
eoatroUod yiolda batter reaulta bat alloaaaao ahoald 
bo aada for the ianiatarity of the aaaple aarket aad 
ita peealiar charaaierlatiea* Aa iaadvertoat experi-
•eat wliboat any regard to tbe peealiaritioa of tbe 
market aay reault ia a eolloaal ioaa* 
(6) Viearioaa Approaobi It eoaaiata of aarvaylag 
-(183)* 
eoa««i«r«* r««etloa« to « aov i)ro<f«el tadftraetly 
tbrougb tho ojaa of opeolollsod doalera vbo aro aappoood 
to be inferaiod aboat tho nooda of tbo ooaaaaors* Ttila 
approach io quito oasy but hard to quaatlff* fiearloua 
•arfoya aro aostly aaod us a ehoap horaobaek s lly* 
tialoaa tbojr ^ro coaflnod to tho area of tho doalora 
oxparioaoe, ihof iiro worihloaa* Soaldoa foliovla^ Iho 
above approaahoa tbe firw should coaaider tta potential 
• rkot for the »«« product either tnroaab eia«lnatloo 
of esioHny data or by meana of ourveya analysing the 
Bttmbor o* current and potential coapotliora^ the et:ar>te«> 
tertN'llca o' their prodact^ their productive capaeltleat 
their aeaas of dlstrlbutloOf priee straetare aad past 
dovelopitoaia aad fiitare trends* Tbo flrcn nhoald also 
aaqalro kaoelodge r-gardlay the behavloar of tba 
coaaaaors, their lot-atloas* their attltadosf their 
thought proaeaaea aad their aiotlvea skuA their reaaoaa 
for reaelloaa* Although the probtea of foreaaatlng 
the deasad for aea pro-.Iuet Is la siany aaja i}ulle 
dlatlnet yet to aoae extent the raethods deaorlbed for 
foreaastlag of aa eatabllshed product aan he equally 
applied or adopted with alaor aodlfleutloaa for ao« 
prodael too* 
la the eadt ae can therefore* coaclado that for 
bolter foroeastlay a f Her anderataadlng oJT the aaturo 
«(I84)« 
• f tf4NMiid ttad l t « tf^fcerralnaai* ! • htybl? • i i s«a t l f t l * A 
t ra iaed f o r « « a t l * r who ttii«}«r«t4R4a ttte pr i i i« ip les gov«r«* 
lag tf«asaf!! aaa auike a »ora eompotsat for«o»«t llian I M 
aalva aaat ta r who laaulgea in par* tfuaat-oirk* 
ta ortf«r to l<t«atlfy tko 4*ttnBiiift»ti i af dwaaail 
gooda «ay ba o l a a « l f l « d aa Ili08« d«m«NBd*« }»y i t a a l 
eonaaaera aad ihosa daaaadad t>y Inieraiadlad* «onawi«ra* 
Gooda dMiattd«d by tlio f i a a l eoaaamera are o l t k a r 
darai>l«a or •oa-*darftblea whereas the feeda de«ajided 
hf i a i e m a d l a i e ceaamera are e i the r e a p l t a l goeda er 
rair l aa le r la la * The aa jor f ae ie ra af feet laf f the deaand 
f e r Iheae go^cln have already heeo dlaeaaaeil i a the 
prevleaa ehapter»ae in th la chapter «e «t l ) t J«at toieh 
theai te previde a baaia f e r the i r preteetlcm agalaat 
overat i ib i * 
The iaClaeaee of the aale pr iee of the predaet 
aad the aale pr iee of aaba t i ta te aad eeapli>aeatary 
e»nmod|tiea on the volane of demaad ta aosi v i t a l * I t 
ahoald not looee aigdt of the foreeaster* Bealdea 
pr iee var iablea» aalea pol icy of the f i rm pc^rtaintag to 
advar t ie ing* aalea aothodot preaentat ion of the predaet» 
diaeeantot rebatea, cte«» alao a f f e e t the Clesaad fe r 
the predaet . l a order to aaderataad the inpaet of the 
aalea pol icy aad l i e praet iee the foreeaater aast 
eeeeeatrate on the share of the narket beeaaae aalea 
- ( Id5)« 
polloi«« ttf t lra« aoei ly aff«et d««iMid vtitita tndaslry 
grottp* 
IaeMi« of th* eoii«itfli«r •8p««ianjr di«posat»l« 
personal iacooio affoett botb iho lovol and paiiora of 
doaand* Slaoo eonsimor behavloar la «osl roaposalto 
lo roal lneoa«9 bobavtour of Iseoao eaa bo aaod a« a 
•aaaa io foroeasi sbori ran VHTlatlona in iho eoaaarap-
iion paiiora or tho Tiaal eoanuaor* 
The aaol fs i s of ihoso s ioehasi ie varitibloa oboao 
probabitlijr diairibaiioao eaa bo aiadiod ia baaio for 
ibo forooaatiag of doaaad* Tor eaa plo^ tbo daily 
ooattaapiioa of ieo i s e looo l j relaiod io daily ioapera* 
iuroa* Siaoo ibo prob.)biliiy dioirlbuiiono of daily 
toaporaiaro eaa bo siadiod« iboy aro aiookaaiio tariabloa* 
By foroaooing ibe riao aad f a l l in ibo daily ioaporaiaro» 
a foroeaaior can al«o foroaoo tbo doaaad for ieo* 
Tbo dooand for aaay prodaeia ia doioralaod by 
doaograpbie faoiora aaeb aa ibo doaand for ahiria 
dopottda upoa ibo anaber of aoa aail ibo doaaad for poirol 
dopoada apoa tbo aoabor of oaroy irneka oad oihor 
fobieloa io aao« Tiaa faoior alao playa a a iga l f ieaai 
rolo ia inflttoaeiag donaad* Cbaogoa ia doaaaid oao bo 
aaalyaod ia ioraa of loaa-iora adjaataeaia ia eoaamip-
i ion babita aad ahori^iorm flaoianiioaa in doaaad 
paiioma* 
Th« d«ainRd for eoaaaaer aurablcs ia Inflttasaad 
bf llae-ufl* eliftr/iet«rlsil«st »«*«»faQtltiitta elii«raefc«rla> 
l l « s aad dMiegrapble eharaciorisitea* Sliiaa c»aa«i«r 
darablaa ara not aaau at one polnl of ilMCt, the aonaa* 
aara aan p«atpana tbair raplaaaaaat* Thai Arm fraa 
to ana by raparlng than or to bay nav onoa« Tfea 
pnrehaaaa o those goods also depend upon apeatal 
f a e l l l t l e a pravidad for their aao auob aa the naa of 
ear dependa upon oood roada and availabllttjr of petrol* 
Slailtarljr^ daraographtc factors anoh aa the age d l a t r l -
batlottt aleo of the faai ly ele*» affeat the dmaad for 
aoaaaaer derablea like aara» radloa* rafriijeratora* 
The deaand for interaedtate eonaKaptton gaeda 
depend apoa several faetora* In thia aeetlon «e wil l 
diaattaa only thoae aapeata whiek «a have not dlaeansed 
la the eonamiptlon aarkel* 
Tke tateraedittte aoaamption asrket ia laflaeneed 
by predaetlon proaaaaea of eoaanaer tndnatriea* short* 
ran varlatlona ta deaaad aa in l j Inftaenee Inventory 
tevele and replenlehaeat pal I d e a ahareaa Ioag«-rMi 
flaetaattoaa raaiilt lu adjnataents la faetora of predna* 
tlooy eoat atraetaret pro^laetlon teebaiqaea and profit 
ratlaa* 
Tkeae gooua are aere aenaltlve to prlee ekangea 
and ekangea lo the flra*a policy than are aonenaer gooda« 
Sttbsl l t i i l ioa Koraal ly lak«s plae« «i i»a*t«r |>rl««s a r * 
ftbaoiwally h igh . Tha v a r i a t j af gaaUa* ilia praapUaaa 
a f tlia exaaat ioa af ordara» eaaaiataaay ia q a a l l l f 
l a t a l aad tha f a a l t i t l a a af pa/naata a f f a a t tha daaaad 
f a r la ta raadta ta gaada bath ia tha ahart and laag r a a . 
Boaidaa thia^ tha daaadd f a r thaaa gaada largaljr dapaada 
•pan tha aaabar af aaaipatltara aad tha i r r a l a t i t a ahara 
af tha a a r k a l . Staea tha aaaU>ar 9t aaaaaaara la tha 
ta ta raad la ta atarkat la l i a l t a d i i t haa aa nppraalabia 
la f laeaaa aa tha Hothada af narka t lag* 
Tha daaaad fa r a a p l t a l gaada aad tha l a t a m a d l a t a 
gaada la a da^t>fad daaand> f a r thaaa goada ara aaadad fa r 
the pradactloa af aaathar gaada* Thalr daiiaady tharafara^ 
dapaada apaa tha p r a f l t a b i l l t j af tha f l r a a aalag thaaa 
gaada, tha l r r a l a t l v a prlaaa aad tha r a t l a af pradaa-
l l a a ta e a p a a l t j la tha aaar ladaat r laa* Tha foraaaatar 
af thaaa gaada ahaatd aa la lv aaaaaatrate aa tha graa ih 
praapaata af tha aaar l adaa t r l aa t tha aama af oaaaaap«> 
t l aa af thaaa gaada par oa l t af l a a t a l l a d aapaelty aad 
t h a i r prldaa r a l a t i t a to othar oaats* 
la faraeaat lat j tha daaaad for a pradaot^ graatar 
aaphaala ahaold ba givaa to tha aanlysla af aaaaaaie 
a t rae ta ra which iacladaa tha ia f laaaaa af iaeaaa aad 
pr lea t f a a l t y badgata» djraaalea of markata* p a t a a t i a l 
aarkata f a r aav pradaata, f l r a * a aalaa pa l lay aad 
•<»fllol«ate«l aad M o l ^ g l e a l • • » d l l i o n s s f JMiMid* 
S<i far v« liav« stvdlsd rortt«aslliig oiF d«ttMid 
• • t v l j r trnm l b * p« lo i of f low of Monoa l * tapl lof t i lot t t * 
v« h&w aogl»«l«d • •e iologtt t f t l rad Molsu l t ta l asp««t« 
vliieli eMi provldo a eorroet r a l l o a a t t a i 4 load to a Mara 
porapaei l fa aaa lya la* In eaaa of eaaaanara durablaa 
aad aoR<»d«rablaa9 tha babavloart la iaal lanft« i l t i t a d a a 
kaawladga aad aa i lvaa of aoaaa«ara p laf a a l g a t f i a a a t 
r a l a * %a should bato soisa Idas baa tba coaanMara ara 
a t r a t l f i a d aoaaaoileally, a o a l a l l y * gaofrapblaa l ly aad 
bjr «i<s9 aad aai{ baa itiay ara a t i raa iod or laipallad by 
tba goodaaaa or badaaaa of tba eom«o<3itjr« In eaaa ef 
l a t a r a a d l a l a aad a a p l i a l oooda iba aaaber» ai?a» gmnqrvk" 
pbioat tooatfaa aad tbo goodwill of tba a a l l a r a la f laaaea 
Iba aala a l g a l f l e a a l l y * Payobataglaal a o t i f a l l o n of 
t a d a a t r l o l l a l a ^ Iba i r paraoaal a t l i l a d a a v l t b raspaal 
to pradaet ao<3 predaelloa praaaaa aad I b a l r a a n s l l l t i r y 
to bpatnesa ayelaa can eoa t r lba la aoro la a^a^garla l 
aeonmiles thaa tha ar id fo raa l i av of ooavaBttooal inaory* 
la an *aoioa«>ahaped* aoelety* the damuad i a targaly 
govaraed by l a la r -^eraena l a l l a a l a l l o a aad »aeia<^ooaeala 
aaa taoU *(Hia aaa*a eaaanmptlon baaaaaa bin aatgbboar'a 
wiab** Caaaaaar*; ara aoraa l ly In la raa lad ini tba a a x l -
a l a a l l a a af tba rate of r e f i a a a e a l of prefaraaeaa ra lber 
Ibaa tbe aabtevaaeat of a s table a l a ta * soela»psyobalo«> 
0 l 0 » l uid • • e l o l o t f t t a l fa« lor« ««eb « • att i l t t<l«« to 
U l s « r « » »iqmiTUm»f of t o e l a l •l«t«)s» qiiaaiiM of 
• (ittoattOR "StS •«aa«lpal lo i i of p««pl« ploy a prontnta l 
ro l« la lodaf*s d»no«r«tle • •« le t | r» A foire«a0i«r» 
tl i«r«f«r«» tt ioald !»• eaat lova Is aaploytnu k lgh ly 
f»n iAt i««d i««feaiq««t of fo reeaa l iag* Ra ahaald 
giva f a i t aad Imagtaat l ta iliaaglil i a tha tiraad fiafaho* 
l a 7 t « « l !3tad aae ia laa lea l lar iaaaeea ta d a i t m t a l a d 
aaaaaaar liaitavteur. A aaglaat of pajeho«>i»oeta">aeaao«te 
aaalya ia ot doisaad la boaad lo proto f a t a l to ih9 
foraaaat lay of daaiiad* 
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